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EDITORIAL 











What’s the Interest Rate? 


HIS is always a good question in 

any financial deal and one which 
has a special significance for accountants. 
Discussion on this subject can become 
quite involved, depending on _ the 
protagonists concerned and the circum- 
stances which give rise to the shaping 
of their opinions. 


In the field of accounting literature a 
different interpretation of the terms 
“interest rate” can be applied: as a 
measure of the interest created by 
certain subjects and their treatment by 
the authors concerned. 


Because the services of the accountant 
are essential in practically every section 
of modern commerce and industry and 
because of the many ways in which the 
professional services of the accountant 
can be utilised, literature dealing with 
the accounting profession’s activities can 


embrace a wide range of subjects, each 
with its own particular “interest rating”. 


The breadth of interest created by 


discussion of accounting principles, 
techniques and influences is reflected by 
the wide coverage of subjects appearing 
in this issue. Each article no doubt 
will claim its proportion of the “interest 
rate” of the whole journal, again de- 
pending on the need of the reader for 
the specific information provided. 


In his article “The Purposes and 
Possibilities of Uniform Accounting” 
(p. 182) Martin O. Jager states a strong 
case for the adoption of uniform ac- 
counting practices on the individual 
firm level, the industry level and the 
national level. 


The complicated and often conflicting 
pressures brought to bear on the Tariff 
Board and the far-reaching consequences 
of its determinations are reviewed by 
Dr. W. A. Westerman, chairman of the 
Tariff Board, under the title “The Tariff 
as an Instrument of Ecenomic Policy” 
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(p. 211). Dr. Westerman shows how 
the aims of raising revenue and of 
protection are conflicting -the greater 
the success in raising revenue the less 
is the protection, the greater the pro- 
tection the less is the contribution to 
government revenue. If the latter is the 
paramount objective, variations in rates 
of duty with changing fiscal needs en- 
danger the stability of industry, with 
concomitant injury to our trading 
relations, to employment and the stan- 
dard of living. 


The imposition of a tariff to conserve 
our overseas funds might have the 
opposite effect because of increases in 
costs in industries which import raw 
materials or plant and machinery. A 
further difficulty arises from the speed 
with which the overseas position can 
change—with sudden falls in the world 
demand for our exports—and the doubt 
whether equally rapid compensating 
tariff changes are possible. Significant 
comments are made on infant industry 
protection. 


At every stage of his analysis Dr. 
Westerman emphasises the “side-effects” 
of a tariff, the unforeseen and unintended 
resuits of a policy of protection, beyond 
those for which it was_ instituted. 
Australia is fortunate in having the 
Tariff Board to examine every applica- 
tion for protection and in Dr. Wester- 
man’s opinion Australian governments 
have seemed to support the view that 
the tariff can ensure the highest level of 
employment if fixed after industry by 
industry examination. 


Dr. Westerman’s authoritative state- 
ment directs attention to the necessity 
for clear thinking about the role of the 
tariff in our economy, and it will un- 
doubtedly lift the “interest rating” of a 
subject which has an important bearing 
on the welfare of every Australian. 
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Purposes and Possibilities of 
Uniform Accounting 


HE term “uniform accounting” can 

be applied to the accounting pro- 
cesses at three levels: (1) The firm; 
(2) the industry; or (3) the national 
level (i.e. the system of social accounts 
pertaining to a national economy). This 
article will concentrate on uniform 
accounting within an industry, and its 
possible extension by aggregation, for 
social accounting purposes. 


In some instances the application of 
uniform accounting practices has proved 
possible and beneficial within those in- 
dustries in which the member firms 
undertake similar types of business 
activity. This requirement is most often 
met where the participants concentrate 
on a single product, or a restricted range 
of products. The current development 
of a system of accounts for “one-brand” 
service stations in the petroleum industry 
provides a topical example. 


It would appear that the introduction of 
uniform accounting systems is dependent 
upon a well-recognised, central, regula- 
tory body. The fields in which a high 
degree of uniformity are most likely to 
be achieved are terminology, conventions 
of measurement, forms and classification 
of data, and type and nature cf the 
data. 


Uniformity of terminology and of the 
conventions applied in the accounting 
function would seem desirable ideals; 
however, differences of opinion exist 
among accountants on the question of 
uniformity in the form and presentation 
of accounts. 


In Australia uniform accounting for 
individual industries has not developed 
to any great extent, probably because few 
industries have a central body capable 
of the necessary organisation. Therefore 
most of my remarks are drawn from 
reports of American experience, where 
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uniform accounting has been adopted by 
many industries(*). 

American systems supposedly provide 
the “one best way” of handling the re- 
quired accounting information within 
their areas of application. Although it 
may seem excessively optimistic to pre- 
sume that there is a unique ideal way 
for any given industry, it is nevertheless 
feasible that a uniform method may well 
present an improvement, particularly 
perhaps for an industry comprising many 
small organisations such as the American 
laundry or cordage industries, to name 
two from a list of many successful sys- 
tems. 

The purpose in most systems appears 
to be the policing of costs and prices in 
the industry, particularly in regard to 
undercharging by _ ill-informed com- 
petitors. The collation of essential 
statistics for presentation to price-fixing 
bodies is an important by-product of the 
method. (In Australia an appropriate 
analogy could be the collation of data 
relating to a complete industry for pre- 
sentation to the Tariff Board.) Within 
the individual firm the introduction of 
uniform acceunting may provide advan- 
tageous features absent from many cost 
accounting systems, particularly in regard 
to the continued manufacture of un- 
profitable lines. Public confidence is 
supposedly enhanced by the knowledge 
that prices are founded upon well- 
established costing principles. 

However, American experience in this 
regard has not been wholly free from 
criticism. The anti-monopoly legislation 
has specifically questioned some of the 
U.S. uniform accounting and _ allied 
pricing practices. Because of this there 





(1) For more detailed information see T. 
Lang. Cost Accountant’s Handbook. Sec- 
tion 24. 
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now appears to be a less favourable 
attitude towards uniform accounting 
methods. 


In Britain a scheme recently introduced 
by the Federation of Master Printers 
enables member firms to evaluate their 
results by comparison with a wide range 
of average financial ratios for firms of 
similar size, type and capacity(*). The 
significance of this scheme is its recog- 
nition that the exchange of statistics of 
cost elements such as material and labour 
usage per operation, provides oppor- 
tunities for the interchange of ideas on 
improving performance. 


Some indication of the national value 
of uniform accounting can be gained by 
studying French and German experience. 
In pre-war Germany uniform accounting 
within industries seemed to be a logical 
method for giving cohesion to widespread 
cartel arrangements. The model chart of 
accounts introduced by the Nazi Govern- 
ment in 1937 was based on the earlier 
work of Professor Schmalenbach. By 
this means the National Socialists found 
it comparatively easy to develop a 
national uniform system based on the 
existing cartels. Schmalenbach prepared 
a chart of accounts based on the manu- 
facturing cycle of the business rather 
than having a sequence of accounts as 
they appear in the profit and loss account 
and balance sheet(*). In the post-war 
era the charts of accounts have ceased 
to be obligatory and a concern of the 
government. More than one hundred 
separate charts of accounts, under the 
control of various trade associations, are 
in use in Germany. 


During 1947 the French Commission 
for Accounting Normalisation (i.e. 


rationalisation) introduced “The Ac- 
counting Plan” to be imposed immediate- 
ly on the nationalised industries, with 





(2) See “Ratios for Management”, The Cost 
Accountant, December, 1958. Page 235. 


(3) Professor Schmalenbach’s chart of ac- 
counts is discussed in an article by A. 
Clunies Ross, “Uniform Accounting”, The 
Australian Accountant, March 1946. 
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provision for its gradual extension to 
other industries. The Commission 
seemed to have been influenced by 
American and Continental concepts al- 
though they had broken away from the 
German system of charting. The French 
plan emphasises the economic aspects of 
flows between factors. This has been 
accomplished by requiring assets to be 
grouped by their function and disposition, 
and the production of other statistical 
data, such as specifically classifying ex- 
penses into groups and _ sub-groups 
necessary to economic analysis. Uniform 
accounting has been judged a success in 
France, where it has apparently been 
widely accepted(*). This is all the more 
surprising when we realise that one of 
the reasons for its introduction was to 
counter the prevalence of tax evasion. 
The plan was revised in 1957 and is no 
longer compulsory by law. 


French experience points out a grave 
danger in the use of uniform accounting, 
at whatever level—individual firm, in- 
dustry, or the economy—it is applied. 
The original committee took a some- 
what jaundiced view of standard 
costing and thus this most useful con- 
tribution towards the control of manu- 
facturing efficiency was discouraged. 
This could have had far reaching re- 
percussions throughout the French 
industrial system. In the second plan the 
conclusion was reached that cost ac- 
counting is better left to the discretion 
of the firm, and not subject to uniform 
methods. The new plan is more of an 
accounting manual than a national chart 
of accounts. It has been hailed by some 
writers as placing France in a foremost 
position in accounting progress. 


The following provisions in the plan 
may suggest reasons for these beliefs: 


1. “Amortisation” is adequately defined 
as being associated with loss in value 
necessarily engendered by the passage 
of time, whereas “depreciation” is 





(4) This is the opinion expressed by Kenneth 
S. Most, “Uniform Accounting in France 
—The New Plan Comptable General”, 
The Accountant, November 23rd, 1957. 
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defined in terms of loss in value for 
other reasons. 


Stocks are required to be shown at 
cost. The plan provides for weighted 
average cost as the standard basis of 
valuation: provision for loss in utility 
is to be shown separately. 


All firms are required to keep a uni- 
form accounting period. This would 
prove beneficial for reasons of eco- 
nomic planning and measurement 
rather than in the individual interests 
of the constituent businesses. 


I have stressed the French experience 
because their chart may well be chosen 
as a model for an international chart of 
accounts, to be used by the countries 
concerned in the proposed European 
economic integration. Thus some in- 
fluence on Australian accounting progress 
cannot be wholly discounted. 


Allied to the French preoccupation 
with the economic aspects of measuring 
and classifying the accounting data, 
Professor F. Sewell Bray has outlined a 
series of related accounts. While being 
adequate for the more usual purposes of 
accounting, they provide data for those 
aggregates vital to the practical and 
accurate application of economic science 
nationally. A meaningful system of 
aggregates can only be built up if there 
is uniformity in “standards of clarity, 
sequence, order and method”(5). 


Central and fundamental to the 
practice both of accounting and eco- 
nomics are the concepts of periodic 
income and of wealth. (Wealth, in this 
context, is defined as a store of assets.) 
For example, the simple Keynesian 
formulations of 
Income (Y) = Consumption expenditure (C) 

+. Savings (S) 
and S = Investment or asset formation (I), 
are applied by economists to a nation’s 
transactions. Upon this basis Professor 
Bray has designed a series of accounts 
which can be applied to the component 
entities as well as to the nation as a 





(5) F. Sewell Bray, Four Essays in Account- 
ing Theory (Oxford University Press, 
1953), Page 19. 
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whole(*). In place of the profit and loss 
account to measure periodic income he 
suggests two accounts. 


1. The activity account which brings 
together all transactions connected 
with production. 


The income account which gathers 
incoming and outgoings of a purely 
financial nature, and transfers of in- 
come which are products of other 
entities. 


OPERATING ACTIVITY 





Output value added 
Output (Net) — 
Changes in inven 

tories — 


Input Allocations 
Labour — 
Capital —_ 
Operating income — 


Total value added — 





INCOME 





Operating income — 
Interest on real 
assets employed 


Interest on bor- 
rowed money 
Entity income 


The resulting entity income must be 
equal to the outlay decision over that 
income. That is, the entity income must 
be consumed as taxation, dividends or 
withdrawals, or retained as savings. That 
part of income which is consumed and 
the resultant savings are shown in the 
familiar appropriation account. 


APPROPRIATION 





Income transferred Entity income 
as taxation, divi- 
dends, withdraw- 
als 


Retained income 





The relationship between retained 
income, other capital inputs and asset 





(6) For a more detailed discussion of these 
accounts see Professor Bray’s essay in Four 
Essays in Accounting Theory entitled “Ac- 
counting and Statistical Relationships”. 
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formation is established by what Pro- 
fessor Bray calls a resting account. 


RESTING 





Incomings 
Retained income 
(i.e. savings 
from outlay) 
Provisions for 

replacement 
Capital valuation 
adjustments 
Movement in 
deferred 
liabilities 


Outgoings 
Real asset forma- 
tion (including 
changes in in- 
ventory ) 
Changes in cur- 
rent net indebt- 
edness — 
Changes in mone- 
tary balances 





The resulting balance sheet shows 
those resources which constitute the 
wealth of the entity. As Professor Bray 
states, “I regard this document as the 
accounting means of employing certain 
valuation conventions to measure entity 
wealth, capital and reserves, net worth, 
or whatever expression you choose to 
select for what is nothing more than a 
measure of capital. In a general sense 
the fundamental and ultimate purpose of 
a balance sheet is to measure capital 
and show its set-up in the form of in- 
tegral aggregates of assets and _ liabil- 
ities” (7). 

Apart from the immediately apparent 
advantage of automatically providing 
much of the data upon which the cal- 
culation of national income is based, the 
application of this model would prove 





(7) Op cit., p. 44. 


informative on some factors at present 
indeterminable. For example, infor- 
mation on the sources and uses of 
finances would be available on a uniform 
and comprehensive standard. Also 
statistical correlations between a number 
of the variable aggregates should assist 
the reliability of predictions based on 
the accounting data. In essence, the 
practice of accounting would be given a 
wider purpose than is allowed by the 
utilitarian conventions which preface the 
calculation of periodic income. 


Perhaps in contrast to the American 
and early German emphasis on pricing 
and general well-being for the industry 
operating with uniform accounting prac- 
tices, the present trend seems to include, 
in addition, the necessity for providing 
the best possible data for national income 
and other social accounting purposes. 


In spite of the disfavour with which 
many members of our profession view 
possible developments towards uniformity 
and the implications of centralised control 
(which will perhaps circumscribe the 
need for those subjective qualities at 
present so necessary a factor in the 
accounting function), those who shape 
our economic policies must have available 
at the national level, the best possible 
data relating to the business sector of 
our economy. To develop otherwise is 
to waste an available resource. Uniform 
accounting has much to contribute to 
Australian industry and to the co- 
ordination between the business and 
other sectors of the economy. 
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FINANCIAL NOTES 


HE past month has seen continued 
confidence in the business outlook 
for the immediate future and no 
slackening in the general feeling of 
optimism for further steady expansion. 
A modest increase in the price of wool 
in recent weeks has been of some 
assistance to the optimists, although even 
they would not claim that the current 
price level is all that could be desired. 
Business always looks to the future rather 
than to the present and the impression 
on this point is that the worst of the wool 
prices have passed, that there is scope 
for anticipating an improvement in the 
overseas balance next year. This suggests 
that business will improve—or at least 
it will get no worse. 


But, however important these high level 
considerations, financial news of the past 
month has been dominated by individual 
company incidents. For the shareholders 
concerned, and for investors generally, 
the importance of such matters is obvious 
—they affect the pocket. However, with 
many of the month’s company surprises, 
there are other important implications 
which make for wider interest. 


+ + + 


OST dramatic of the incidents con- 
cerned the old_ well-entrenched 
shipping and colliery organisation, Hud- 
dart Parker Ltd. You couldn’s hope for 
a stronger company than this one. A long 
history of profitable trading and prudent 
management has enabled a building up of 
substantial reserves, disclosed and un- 
disclosed. 


However, its fields of business are 
among the most difficult of any at the 
present time. Shipping has been dogged 
throughout the post-war years by rapidly 
rising costs and labour problems, and, 
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in regard to Australian coastal services, 
by strong competition from railways, road 
hauliers and airlines. In fact, ship owners 
are a declining race. In recent years two 
big names in N.S.W. shipping—lTllawarra 
South Coast and North Coast Steam— 
have disappeared. 


With coal, also, little needs to be said. 
Labour problems in the immediate post- 
war years and, more recently, shrinkage 
of markets have made this another 
“unpopular” industry. Because of these 
factors, Huddart Parker has been a 
company characterised by great strength 
(it has built up an impressive investment 
portfolio) but relatively modest earning 


power. 


The situation came to a head when a 
member of the Parker family heading a 
group of shareholders set out a case for 
the company reversing its policy. A 
circular to all shareholders gave argu- 
ments for progressive withdrawal from 
the shipping and coal interests. It was 
pointed out that the profitability of the 
company was steadily declining and that 
the great financial strength built up over 
the company’s long history was being 
dissipated. Figures were advanced to 
show that a sale of these traditional 
interests and investment of the proceeds 
would enable an immediate increase in 
the dividend rate and so, presumably, 
the market value. 


In a dramatic follow-up the chairman 
of the company (father of the Parker 


heading the dissentient shareholder 
group) resigned his position, but re- 
tained his seat on the board, and stated 
that he supported the views of the 
shareholder group. He added that he 
had been disappointed with policy for 
some time but had been frustrated by 
other board members in making any 
changes. 
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The rebel group failed in its en- 
deavours, however. Its nomination for a 
seat on the board failed. The new 
chairman came out with strong statements 
that board policy would not change and 
that there was scope for improved 
trading from the company’s traditional 
pursuits. 


HAT might have been the end of the 
whole affair. But the revelations of 
inner strength made by the rebel group 
raised the interest of outside organisations 
—this obviously was a perfect take-over 
proposition. Because of the low profit- 
ability the market value of the shares was 
low in relation to assets value. The 
company offered scope for a relatively 
cheap purchase and then a substantial 
profit from a realisation of assets. 


The bidder was a surprise. It was 
Electronic Industries Ltd., the prominent 
radio and television organisation which 
markets under the “Astor” brand. 
Rumours of this impending offer brought 
considerable speculation to the market 
and a big rise in the price of the shares. 
The new Huddart Parker chairman did 
not report that some deal affecting 
shareholders was in the offing until a 
week or so later. When he did it was 
apparent that he and his followers would 
oppose it. And, to support him, came 
his former “enemy”, the leader of the 
rebel group, who urged that the offer be 
rejected by shareholders on the score 
that it was too low. 


As far as the matter can be determined 
at the time we go to press it seems that 
the offer will not be accepted. However, 
it would appear that Huddart Parker 
cannot carry on as it did before. From 
now on this company will be vulnerable 
t0 a take-over bid and, consequently, 
these shares will have an appeal to the 
quieter never before possessed by 

em. 


For accountants, the thought must be 
tased on the general disadvantage of 
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conservatism in accounting for public 
companies. In theory, a writing up of 
assets to a value near to current prices 
might bring a better realisation of a 
company’s worth to investors generally. 
Consequently, it would bring the chance 
of a better market value and less scope 
for a take-over operator. In these modern 
days of a take-over emphasis there is 
danger in conservatism. It seems good 
policy to lay the cards on the table. 


NOTHER incident, this time an 

unpleasant shock, came from the 
Masonite Corporation, a_ particularly 
well-regarded company on the share 
market, and a household name throughout 
Australia because of its popular building 
board. 


This company has had considerable 
success with its board produced at the 
factory at Raymond Terrace, near 
Newcastle. A few years ago, with 
Australian Consolidated Industries it 
bought the township of Eildon in Victoria 
upon the completion of the dam project. 
Masonite’s plan was to produce a new 
type of board. This one would differ 
from the traditional Masonite in that it 
would have two smooth sides. 


The expansion project was well ac- 
cepted by the market. Here was further 
evidence of Masonite’s value as a growth 
investment. Accordingly the necessary 
capital for the project was _ readily 
subscribed. 


However, the new plant had some 
difficult “bugs” in it. The new board 
proved to be unstable in big pieces that 
would be suitable for use as a wall board. 
Small pieces for, say, certain industrial 
purposes seemed satisfactory enough. 
But for Australia, it seemed that unless 
the product could be offered to a wide 
market it would not be a satisfactory 
proposition. 


From a company with a well covered 
dividend rate and high share market 
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prestige, Masonite is now one which has 
passed its interim dividend and does not 
expect to pay a final. The public has 
not yet lost all confidence, for the shares 
are still being traded at prices above par. 
However, it is obvious that, if the com- 
pany cannot soon make its expensive 
project pay, it will be in a difficult 
position. 


In retrospect, it is interesting to reflect 
upon the public attitude in matters such 
as this. Masonite had earned a good 
name and it was taken for granted that 
anything it attempted would be success- 
ful. The possibility of technical 
problems would never have been con- 
templated. Because of this, Masonite 
shares held at good prices for some time 
and even now they are at a higher price 
level than would be many other com- 
panies in similar circumstances. 


F what value is a tax concession? 

The proposed new share issue of 
the well-known Papuan oil prospector. 
Oil Search Ltd. will give an exhaustive 
try-out to the recent legislation on 
encouraging investment in oil ventures. 
Resident taxpayers of Australia, Papua 
or New Guinea will be able to deduct 
from assessable income the full capital 
money on shares allotted to them. 


The concession is a valuable one. It 
is worth repeating that a new 5/- share 
would, allowing for tax, cost only 1/8 
for a taxpayer on the maximum rate. 
Here are the effective costs for some 
other incomes:—£1,000 taxable income, 
about 4/6; £1,500, about 4/3; £2,000, 
about 4/1; £2,500, about 3/11; £3,000, 
about 3/9; £5,000, about 3/41%. 


The market for rights to take up 
these shares will be particularly in- 
teresting. A man on the maximum tax 
rate could afford to pay a couple of 
shillings more than many other investors. 
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This consideration could result in rights 
prices being at a higher level than they 
would otherwise be, and for the market 
observer, some difficulty in determining 
just how much dearer they should be. 


os 


company in the field of building 
materials, Sydney’s P.G.H. Indus- 
tries, has broken new ground in share- 
holder reporting. It has begun to issue 
quarterly reports in the American style. 


Now, the Stock Exchanges require any 
company seeking listing to make an 
interim report on trading. This, however, 
is merely, in most cases, a brief “sales 
and profits for the half year were higher 
than for the corresponding period of the 
previous year” sort of thing. P.G.H.’s 
report is not another one of these, issued 
each three months. It is a proper profit 
statement setting out profit and tax pro- 
vision for the period, with comparison 
figures for previous quarters. The report 
is subject to audit and of course does not 
follow a physical stocktake. 


For investors, the advantages are 
obvious. With these reports there is 
much less likelihood of sudden fluctua- 
tions in markets. For the companies 
there is a little more work—yet very 
little for those with efficient internal 
systems. The cost factor need not be 
very much. If it was considered too 
expensive to post reports individually to 
shareholders then statements could merely 
be sent to the Stock Exchanges and the 
financial press. 


One practical advantage to companies 
so reporting could be a better market 
for their shares. The growing influence in 
to-day’s market is that of the institu 
tional investor—and these professionals 
prefer to invest in the companies which 
provide them with up-to-date reports. 
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RECENT LEGAL DECISIONS 


Discussed by L. C. VOUMARD, B.A., LL.B. 


Unauthorised Reduction of Capital 


The three companies who were 
connected with the transaction which 
led up to the litigation in Austral- 
asian Oil Exploration Ltd. v. Lach- 
berg, (1959) A.L.R. 65, were 
Australasian Oil Exploration Limi- 
ted, Mary Kathleen Investments 
Limited, and Mary’ Kathleen 
Uranium Limited, but it will, per- 
haps, be more convenient to identify 
them in this note as A, B and C 
companies respectively. 


The principal asset of A company was 
a large holding of shares in C company 
—994,900 shares, in fact, shown in A 
company’s most recent balance sheet at 
£248,725. These shares A company 
agreed to sell to B company for £346,720, 
B company undertaking in addition to 
offer to the shareholders in A company 
at 5/- each fifteen shares in B company 
for every 100 shares held in A company, 
and to offer to exchange ten B company 
shares for every 100 A company shares 
held. 


The A company’s shareholding in C 
company also carried with it the right 
to appoint two directors of the latter 
company, and the agreement between A 
company and B company was such as to 
preserve this right to A company. Since 
registration of the transfer to B company 
would have terminated A company’s 
rights in this regard, it appeared that 
the intention was not to present a transfer 
to C company for registration. 


_ The entire arrangement was proposed 
in Order to improve the difficult financial 
Position in which A company found 
itself, but although many of A company’s 
shareholders approved of the scheme— 
indeed, many of them had acted on the 
offers mentioned, by either exchanging 
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their shares in A company for shares in 
B company, or purchasing shares in B 
company upon the terms set out above 
—some shareholders opposed it, and 
(successfully, as it turned out) contested 
its validity. 


If the scheme had been completely 
carried out, the result would have been 
as follows. In the first place, B company 
would have been the beneficial owner of 
the 994,900 shares in C company, and 
this holding would have constituted its 
sole asset. In the second place, the 
shareholders of A company would have 
become shareholders of B company, and 
would have become entitled to take up 
a large number of shares in that company 
on payment of something over £400,000. 
Of this amount, B company would have 
used £346,720 to pay A company the 
purchase consideration payable in respect 
of the sale of the C company shares. 
Third, A company would then have 
utilised this sum to get rid of its liabilities. 
And, finally, B company would have 
become the sole shareholder in A 
company. 


Now this, on the face of it, might well 
have appeared as nothing more than a 
company which, in a state of financial 
embarrassment, sells an asset in order 
to raise funds with which to discharge 
its liabilities. Had it been no more than 
that, there could have been no objection 
to the scheme, but, said the shareholders 
who opposed it, to look at it in this way 
was to ignore the substance of the scheme. 
They claimed. and the High Court upheld 
their claim, that the shares in C company 
which were being sold for £346,720 were 
in reality worth a great deal more, with 
the result that by the sale at an under- 
value the rights of A company’s share- 
holders were being prejudiced. 


The £346,720 was not the entire 
“price” for the transfer; also included 
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was the offer to be made by B company 
to the shareholders of A company, and 
this raised the question of the legality of 
the arrangement. Once it was accepted 
that it would not have been lawful for 
A company to distribute amongst its own 
shareholders the shares which it held in 
C company—and quite plainly to do so 
without the consent of the court would 
have constituted an unauthorised re- 
duction of capital—then, it was said, 
would it not be equally unlawful to dis- 
tribute part of the purchase money 
received on their sale amongst A com- 
pany’s shareholders? And this was in 
substance, though not in form, what was 
sought to be done here. 

There was only one case in which it 
might have been permissible for some 
part of the purchase consideration to be 
distributed amongst the shareholders of 
the vendor company, namely, if the 
amount so distributed represented a 
genuine capital gam properly available 
for distribution as a dividend. And that 
was not the case here, because A company 
had lost a large part of its paid up capital 
and, as the joint judgment of the High 
Court put it, “a company has no capital 
profits available for dividend purposes 
unless upon a balance of account it 
appears that there has been an accretion 
to the paid up capital.” 

In the result, then, the agreement, if 
carried out, would amount to a distri- 
bution of capital without court approval. 
Hence it was to be treated as ultra vires, 
and void. 

It should, perhaps, be added that 
despite this the matter had to be sent 
back to the Supreme Court of Western 
Australia, as one of the interested parties 
had not been joined in the action, so the 
ultimate outcome does not appear from 
the report. 


Is Ignorance an Excuse? 


This column noted in the Feb- 
ruary, 1959 issue, the case of Leech 
v. Melbourne & Metropolitan Tram- 
ways Board, (1958) A.L.R. 841. 


In this case the Supreme Court of 
Victoria declined to grant leave to a 
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prospective plaintiff to proceed with a 
claim against the Board without having 
first given notice of his intention to do 
so within the six months following the 
date of the collision in respect of which 
he sought to bring proceedings. The 
basis on which his claim was rejected 
was that his ignorance of the need to 
give notice in accordance with the 
Limitation of Actions Act 1955 (Vic.) 
was not a “reasonable cause”. 


Some doubts about that decision have 
now been expressed by the Chief Justice 
of Victoria in Mitchell v. State Rivers 
& Water Supply Commission (1959) 
A.L.R. 94. 

By Section 34 (1) of the Limitation 
of Actions Act, no action can be taken 
against (inter alia) the State Rivers & 
Water Supply Commission unless notice 
of intention so to do is given in writing 
within six months after the cause of action 
accrues, but the Court is given power to 
grant leave to proceed, even if notice is 
not given, where the failure to do so 
was occasioned by mistake or by “any 
reasonable cause.” 


In the present case, the applicant was 
seriously injured on 8 April, 1957, in 
circumstances which, in his opinion, 
gave him a good cause of action against 
the Commission, but he did not give the 
necessary notice of intention to commence 
an action until 6 November, 1957— 
seven months later. His “excuse” for 
this was that it was not until that latter 
date that he became aware of the re- 
quirement as to notice. So, he argued, 
his knowledge of the law was restricted 
to the belief that he had a right to sue 
for damages (which right he always 
intended to exercise); his knowledge of 
the law was therefore incomplete, and 
this caused him to misconceive his true 
position in law, and that misconception 
amounted to a mistake which was It 
sponsible for his failure to give the 
necessary notice. The Court accepted 
that argument, and gave him leave to 
proceed against the Commission on the 
ground that his failure to give notice was 
due to a mistake within the meaning of 
that word in the relevant section. 
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His Honour also suggested that a 
proposed plaintiff's ignorance of the 
requirements concerning the need to give 
notice could of itself constitute “reason- 
able cause”, and it was on this point, 
rather than on the actual decision, that 
doubts were expressed of the decision in 
Leech’s case. On this footing, therefore, 
it seems that in certain circumstances 
ignorance of the law could be an excuse. 


Validity of Bankruptcy Notice 


In James v. Deputy Commis- 
sioner of Taxation (Qld.), (1959) 
A.L.R. 145, a debtor sought to have 
a bankruptcy notice set aside on the 
ground that the notice was incapable 
of being the foundation of a valid 
sequestration order. 


Section 52 (j) of the Bankruptcy Act 
(Commonwealth) is well-known. By it, 
a debtor commits an act of bankruptcy 
if a bankruptcy notice is served on him 
and he does not within the prescribed 
time either comply with it or satisfy the 
Court that he has a counter-claim set-off 
or cross-demand at least equal to the 
amount of the judgment debt. A bank- 
ruptcy notice was served on the debtor, 
and it required him within twenty-one 
days to comply with the notice or satisfy 
the Court that he had a counter-claim, 
etc. The notice read: “... If... you 
have a counter-claim . . . you must within 
twenty-one days apply to the Court to 
set aside this notice by filing with the 
Registrar an affidavit to the above effect.” 
The meaning of this was that it would 
be sufficient to file the affidavit within 
the twenty-one days; but, said the debtor, 
this is at variance with Section 52 (j) 
which says that the notice may be set 
aside if the debtor, within, in his case, 
twenty-one days, satisfies the Court that 
he has a counter-claim, etc. In other 
words, the Court must be satisfied of 
this within the twenty-one days, yet the 
endorsement on the notice he had re- 
ceived suggested that it would be enough 
merely to file the affidavit there men- 
tioned within the twenty-one days. How 
could these two stipulations possibly be 
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reconciled? On the ground that the 
bankruptcy notice was “calculated to 
puzzle and perplex the debtor, and 
embarrass him”, the debtor sought to 
have it set aside. He failed. 

True, Courts of bankruptcy have al- 
ways insisted that bankruptcy notices 
must not be misleading or perplexing, 
but to set a notice aside when, as in the 
case in question, it complied with the 
bankruptcy Rules, would be to lean too 
far in the wrong direction. 

Incidentally, one reader of the case 
was mildly intrigued by the statement 
that the bankruptcy notice served on 
the debtor might “puzzle, perplex and 
embarrass him”, and was sorely tempted 
to add to this, “and especially em- 
barrass!” 


Yacht Unfit for Yachting 


McDougall v. Aeromarine of 
Emsworth Ltd. (1958) 3 All E.R. 
431 was concerned with a contract 
between M and A whereby A was to 
build a yacht for M to agreed speci- 
fications, and would use its best 
endeavours to complete the job by 
1 May, 1957. It was stipulated, 
however, that because of the effect 
of delays and shortages, this deli- 
very date could not be guaranteed. 


Another clause provided for a trial 
run on completion of the yacht; if the 
craft’s performance on this occasion was 
to the reasonable satisfaction of M, then 
A was to be deemed to have completed 
construction. 

Clause 8 of the contract was somewhat 
unusual, providing, as it did, that the 
craft, and all fittings purchased for it 
by A, should become M’s absolute pro- 
perty when he paid the first instalment 
(for the contract price was payable by 
instalments) to A. The first instalment 
was paid on 12 November, 1956, and 
later instalments were paid when due. 
The trial run was held on 3 June, 1957, 
but it was not particularly impressive. 
In fact, M refused to accept the craft 
because of the defects—including defec- 
tive seams, the result of which, under- 
standably enough, was that the yacht 
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was not fit for its intended purpose. 
Abortive negotiations then took place, 
and in September, 1957, M disclaimed 
any property in the yacht and demanded 
repayment of all that he had paid to 
date. The demand was resisted by A, 
and these proceedings were the result. 

M’s first hurdle was clause 8 (supra), 
because his claim was for money paid 
on a consideration which had wholly 
failed, and this required him to show 
that at the date of beginning his action 
he had no property in the yacht. Yet 
clause 8 appeared to have vested the 
property in the craft in him on 12 
November, 1956. However, the Court 
held that even if effective for that pur- 








pose, clause 8 vested the property in M 
only defeasibly, and his rejection and 
disclaimer in September, 1957, could be 
take as overcoming the initial difficulty. 

That being so, was he entitled to 
rescind the contract? Yes, said the 
Court, he was. The defects in the 
yacht were such that they would have 
taken some five weeks of further work 
after September, 1957, to rectify, and 
although A had not bound itself to 
deliver by 1 May, 1957, delivery should 
have taken place within a reasonable 
time after that date. This, in the Court’s 
view, had not been done, with the result 
that M was entitled to succeed in his 
action. 








LETTER TO THE EDITOR 
Depreciation 


The Editor—Sir, 


Probably no single topic of interest to ac- 
countants has inspired more discussion than 
that of depreciation. It has been part of my 
pre-occupation over the years to observe the 
growing literature of accounting. I do not 
recall an article dealing with depreciation that 
has impressed me more favourably than the 
one by Professor Goldberg in The Australian 
Accountant for January, 1959. 


The author is to be commended for a 
scholarly analysis and the Society for pub- 
lishing it in full. Perhaps the strongest point 
is made in the title itself, for it is essential 
to realize that assumptions lie at the heart 
of all argumentation; usually they are not 
disclosed. 

The paper makes a definite contribution by 
using the topic to bring ideas of accounting 
and of economics into contact. One needs a 
grasp of both disciplines to do this helpfully. 
Workers in each of those fields have need to 
understand each other better at many points. 


It should be gratifying to accountants to 
note from the references that some econom- 
ists see in depreciation a topic worthy of close 
examination. Perhaps the accounting point 
of view, so ably explained by Professor Gold- 
berg, may find its way to the attention of 
many economists. 


This kind of “cross fertilization” is very 
desirable. Not in expectation that idea modi- 
fication will be produced in either area, but 
in the hope that the reasons which give vitality 
to the respective concepts will show how useful 
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to both parties will be a continuation of two 

points of view. 
A. P. LITTLE. ~N, Professor Emeritus, 
University of Illinois, U.S.A. 


+ + + 


Essay Prize Offered by Royal Institute 
of Public Administration 


A first prize of £40 is offered for the best 
essay received in the competition being con- 
ducted by the Australian Capital Territory 
Group of the Royal Institute of Public Admin- 
istration. Second prize is £20 and there are 
two further prizes of £10. 

Subject 

Entrants may choose any subject relating 
to the development, improvement or critical 
appraisal of some specific contemporary or 
historical aspect of public administration in 
Australia. 

Rules 

No precise length of essay is prescribed but, 
since publication is proposed in the Australian 
journal, Public Administration, 7000 words is 
considered suitable. 


The essays must be original and unpublished, 
and should show evidence of personal research 
and/or original thinking. They should be based 
on the actual facts of the situation in_ the 
Public Service or other organisation examined. 

Entries, which must be submitted under 4 
nom-de-plume, are to be in the hands of the 
honorary secretary of the A.C.T. Group, C/- 
Deputy Crown Solicitor’s Office, A.M.P. Build- 
ing, Civic Centre, Canberra, not later than 
31 August, 1959. 
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CURRENT PROBLEMS DISCUSSED 
IN OVERSEAS JOURNALS 


Notes prepared by members of the teaching staff in 
the Department of Accounting, University of Melbourne. 


Accounting Reports 


R. A. Warne, in the N.A.A. Bulletin, 
October, discusses “Reporting—The Ac- 
countant’s Share in Scientific Manage- 
ment.” He deals with the analysis of 
management needs, design of a reporting 
structure, and effective presentation. In 
the same issue, a case study by D. J. 
Bartz describes “Reports Which Alert 
Supermarket Management.” 


Accounting Research 


An historical survey of the methods 
and progress of research into accounting 
principles in U.S.A. is given by Alvin R. 
Jennings, “Accounting Research,” The 
Accounting Review, October. Sugges- 
tions as to improvements in research 
procedures in the future are made. 


The Journal of Accountancy, October, 
contains an article by Robert M. True- 
blood on “Accounting and New Manage- 
ment Attitudes,” in which the author 
makes a plea for a reconsideration at the 
professional level of the attitude of 
accountants towards the problems of ac- 
counting. In view of recent develop- 
ments, some of which, such as electronic 
data processing, operations research and 
statistical techniques, are likely to have 
far-reaching effects in the future, there 
is an urgent need for much basic re- 
search, to be carried out by academics 
with the support of the profession, if the 
applications of these new features are to 
enhance the role of accounting rather 
than to relegate it to reiative insignifi- 
cance. 


Auditing 
In the Accounting Research section of 
The Canadian Chartered Accountant, 
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October, Gertrude Mulcahy, “Develop- 
ment of American Auditor’s Report,” 
traces the history of the auditor’s report 
in the U.S.A. from 1900 to the present 
day. The article covers, among other 
things, the setting up of the Securities 
and Exchange Commission in_ the 
thirties. 

P. M. McCaw, in The Accountants’ 
Journal (N.Z.) October, concludes his 
article about the differences between 
American and U.K. auditing techniques 
with a discussion of the respective atti- 
tudes to verification of stock and debtors, 
the economical employment of audit 
staff and the status of the auditor. 


The audit of financial records pro- 
duced electronically may not differ basi- 
cally from the audit of conventional 
records, but the procedures are likely to 
vary considerably. Daniel M. Shonting 
and Leo D. Stone, in “Audit Techniques 
for Electronic Systems,” The Journal of 
Accountancy, October, point out the 
major adjustments in audit techniques 
necessitated by the use of electronic com- 
puters. 


Break-Even Analysis 


A. W. Patrick, “Some Observations on 
the Break-even Chart,” The Accounting 
Review, October, lists some of the as- 
sumptions underlying conventional 
break-even analysis, and then concen- 
trates attention on one, namely that 
production and sales are equal. Using 
conventional methods of determining 
income there are numerous combinations 
of sales and production which will yield 
no profit or loss, with the result that 
instead of only one break-even point, 
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there is in reality a break-even line. The 
way in which this break-even line can be 
depicted on a break-even chart is illus- 
trated. 


Credit Control 

The control of debtors, a problem 
that always becomes more pressing in 
times of restriction of credit, is discussed 
in an article, “The Control of Debtors,” 
by A. H. Taylor, in The Accountants’ 
Journal (U.K.) October issue. The 
author reviews the general economic 
circumstances affecting the behaviour of 
debtors and follows this up with an out- 
line of useful procedures and effective 
reports for use by accountants in main- 
taining a system that should make pos- 
sible a high degree of control. 


Direct Costing 


J. D. Edwards, “This New Costing 
Concept—Direct Costing?”, The Ac- 
counting Review, October, considers the 
differences in the concept of cost, and 
differences in reported incomes under 
absorption and direct costing and comes 
to the conclusion that “if accounting 


theory and practice is so ‘flabby’ that 
the direct cost theory becomes accept- 
able for reporting purposes, the progress 
of the last 500 years will be gone by 
the board”. 


Internal Profit Measurement 


In the N.A.A. Bulletin, October, B. 
P. Hamilton describes an interesting ap- 
proach to profit control in an organisa- 
tion in which transfers between divisions 
play a major role. The profit of each 
division, in such an organisation, de- 
pends largely on the prices at which 
transfers between divisions are made, 
although the effect of those prices on 
total company profit is, of course, nil. 
To meet this situation, controls over 
divisional performance were introduced 
which were, in the first instance, in- 
dependent of intra-company prices. 
Later, complete divisional profit figures 
were set up, variances due to intra- 
company price changes being segregated 
from variances due to volume, perform- 
ance, or external prices. 
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Inventory Accounting 


In the October issue of The Account. 
ants’ Journal (U.K.) A. W. Nelson sets 
out the latest U.K. position in the matter 
of setting a value on stock and work in 
progress for taxation purposes. The 
cases giving authority to each proposi- 
tion are quoted and discussed. The 
title of the article is “Valuation of Stock 
and Work in Progress for the Purposes 
of Taxation.” 


Investment 


An article entitled “Life Assurance in 
the New Zealand Economy,” by H. M. 
Collie, in The Accountants’ Journal 
(N.Z.) October, gives some interesting 
figures showing how the money which 
comes into the hands of insurance com- 
panies as premiums is invested, and the 
effects that changes in the pattern of 
investment by insurance companies can 
have on business conditions generally. 


A. S. Wells, “Economic Analysis for 
Better Investment Decisions,” WN.A.A. 
Bulletin, October, makes two main 
points: (1) only incremental expendi- 
ture and incremental earnings are rele- 
vant to investment decisions, and (2) 
the “discounted cash flow” method 
should be used to compare the yield from 
various projects. 


In the same issue, W. G. Livingston 
and E. B. Mills show how the return-on- 
investment concept can be applied to a 
variety of decision problems: make-or- 
buy, lease-or-buy, inventory policy and 
product pricing. 


Leases 


The liability for future payments 
under lease agreements does not usually 
appear on the balance sheet. Gordon 
Shillinglaw, “Leasing and Financial 
Statements,” The Accounting Review, 
October, criticises this disregard of the 
facts of a leasing agreement and sug- 
gests a method whereby the capitalised 
value of the lease is shown as an ass¢t 
and the present value of future payments 
under the agreement as a liability. 
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Machine Accounting 


Charles Moller, “Punched Card 
Systems : Yes or No?”, Cost and 
Management, October, discusses the ad- 
vantages and disadvantages of installing 
a punched card system in a small or 
medium-sized organisation and outlines 
the main prerequisites for such an in- 
stallation. 


Management Services 


Clinton W. Bennett, “Management 
Services by C.P.A.’s,” The Accounting 
Review, October, discusses the growth 
of the provision of management services 
by C.P.A.’s in the U.S.A. He divides 
management services into three general 
classifications: (i) services which any 
public accountant who is a member of 
a recognised professional society should 
be capable of performing, (ii) services 
which require specialised experience, and 
(iii) services which require specialised 
training and experience. 


Office Management 


D. E. Henderson, “Planning the Pro- 
duction of Accounting Work,” N.A.A. 
Bulletin, October, describes the applica- 
tion of the technique of production 
planning to accounting operations. 


Professional Standards 


M. C. Coutts, “Our Future in the 
Profession,” Cost and Management, Oc- 
tober, considers that the profession of 
accountancy should embrace account- 
ants in industry as well as accountants 
in public practice. He considers some 
of the factors, such as higher levels of 
education and greater public service, on 
which the professional future of accoun- 
tancy will depend. 


Standard Costing 


A case study in the N.A.A. Bulletin, 
October, “How We Provided for Vari- 
ances in Converting to Standard Costs,” 
by W. J. Fox, deals comprehensively and 
thoughtfully with a problem that arises 
i every standard cost installation. An- 
other study in the same issue, “Up- 
dating of Material Standards on 
Punched Cards,” by W. W. Heller, 


The Australian Accountant, April, 1959 


shows how material standards may be 
based on replacement cost, yet permit 
inventory to be valued at cost or 
market. 


In The Accountants’ Magazine, Octo- 
ber, W. S. Risk contributes “The Instal- 
lation of a Standard Costing System,” in 
which the three major facets of the 
operation (gathering the basic informa- 
tion, fixing standards and recording 
results) receive attention, actual illustra- 
tions being given where possible. Ap- 
pendices to show the development of a 
standard costing system constitute a 
feature of the article. 


Statistical Techniques 


H. C. Mackenzie, writing on “Statis- 
tical Sampling in Accountancy,” in The 
Accountant, 25 October and 1 Novem- 
ber, discusses, with examples, the ap- 
plication of statistical sampling in two 
areas of accounting and auditing. The 
first of these is the verification or test- 
checking of accounting documents such 
as payrolls and invoices for payment; 
the second is in estimation, as in cal- 
culating average repair bills for different 
kinds of machine or assessing the value 
of an inventory. 


Transport Costing 
E. K. Wenlock, “Transport Costing,” 


The Cost Accountant, October, dis- 
cusses the special problems encountered 
in costing for road transport. He analyses 
items to be taken into account when ar- 
riving at cost estimates, and surveys the 
factors influencing vehicle performance. 


Work Measurement 


Where one operator is responsible for 
two or more machines, the determination 
of standard task must take into account 
a delay factor known as “machine in- 
terference,” caused by one machine 
stopping whilst the operator is servicing 
another. An approximate formula for 
calculating this factor has been derived 
by Dale Jones, and a table based on this 
formula is presented by R. J. Havard 
in the N.A.A. Bulletin, October. 
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Accounting in the Persian Gulf 


LTHOUGH accountancy is 

fairly standardised these days, 
a visit to another industry or better 
still, another country, has the power 
to intrigue one with the variations 
that are possible. 


In no place is this truer than in the 
simmering shaikhdoms of the Persian 
Gulf. Nowadays, each of these fas- 
cinating feudal states has its oil company; 
in the train of the prospecting teams and 
the refinery engineers come the account- 
ants to administer these vast enterprises 
under conditions rather different from 
those at home. 


The first adjustment one makes and 
with little prompting, is in the matter of 
dress. The suit and the sober tie can be 
left many thousands of miles away. With 
the temperature over the hundred for 
nine months of the year, the accepted 
dress is white drill trousers and an open 
shirt. Even though air-conditioning has 
been widely introduced, it is still neces- 
sary to contend with occasional ventures 
into the open air. 


Friday is the Moslem Sabbath and no 
work is done on that day. The “week- 
end” begins at noon on Thursday, and 
ends at 8 a.m. on Saturday. It is a tiring 
climate and after a light lunch on Thurs- 
day, most prefer to have a sleep in the 
afternoon. The Arab houseboy is told 
to wake one with a cup of tea (“chai”) 
at 5 p.m. Others, more energetic, pass 
the afternoon in the library catching up 
on the week’s newspapers from home. 


Friday is given over to sport. Men, 
who at home would spend the week-end 
in the garden or in taking the family for 
a drive, enhance their thirst by strenuous 
games of cricket, soccer, tennis or golf; 
the swimming pools and coastal beaches 
are also deservedly popular. 
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By “ASSOCIATE” 


On Saturday morning the week’s work 
begins in an air-conditioned office peopled 
with Arab and Indian clerks. Most of the 
oil companies’ accounting activities are 
taken here to the trial balance stage and 
the figures are transferred to head offices, 
usually located in London or New York. 
The day’s work consists mainly of 
accumulating the charges received, dis- 
tributing them to the various accounts 
and balancing as, and when necessary. 


The main variant, as compared with 
the accounting departments in Australia, 
concerns the personalities concerned. The 
educated Arab is an intelligent fellow 
and those of them who receive and 
exploit the opportunity for learning are 
often the equal of many clerks at home. 
In the present state of world politics it is 
thought-provoking to see an Arab of per- 
haps 23, writing vouchers and keeping 
ledgers in English, a language which a 
few years earlier he had never heard or 
seen written. Others can type at a speed 
of 100 words per minute from a longhand 
draft in English and they make few 
errors. 


Indians are accepted for employment 
only if Christians. Personnel relations are 
delicate enough without trying to mix 
Moslem and Hindu. These fellows con- 
stitute a tribute to British rule in India 
for many of them were formerly British 
Government public servants in their 
homeland and are imbued with efficiency 
and reliability. Though often volatile and 
inclined to “take a mile if given an inch” 
they are basically good fellows and loyal 
workers. 


One problem arises from the fact that 
some of them are Goans, natives of Portu- 
guese India. The noisier of our politicians 
who are accustomed to declaim about 
colonialism whenever Indian claims to 
Goa reach the headlines, quite overlook 
or ignore the fact that the Goans want no 
part of Indian rule. India is basically 
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Hindu. Goa, after 400 years of benevo- 
lent Portuguese rule, is Christian, and the 
Goans have no illusions about what their 
fate would be if the Portuguese left. 


In the main, the two groups get along 
amicably, for their jobs are at stake, but 
it is wise to sit them apart where possible 
and to keep them busy. An occasional 
wordy battle breaks out, mostly good- 
humoured, but the tactful thing is to send 
either party to fetch some document from 
another section, before things get out of 
hand. 

The Arabs are commanded by the 
Koran to pray five times per day. The 
conscientious workers arrange their 
prayer times when convenient to the job 
in hand, but it is remarkable how others 
can interpret the Koran (which they prob- 
ably can’t read anyway) to command 
them to pray when a tedious job comes 
along. 

One lad, Hamed, has this down to a 
fine art. Though only 16, he can touch- 
add on a ten key machine with a speed 
[ have never seen equalled—that is when 
he wants to. However there is one big 


monthly schedule that Hamed dislikes 
with astonishing intensity. 


With an occasional bland and innocent 
glance he would watch the clerks extract- 
ing and compiling the information hour 
by hour. Though he sat in front of me 
and never seemed to turn around, some 
sixth sense inherited from his Bedouin 
forebears seemed to tell him the precise 
moment when I had finished checking 
their work. As I raised my head to call 
him, I would invariably see Hamed 
marching away towards the door, prayer- 
mat under arm, with almost a saucy 
swing to his robes as he walked. If it 
was almost lunch time, Hamed would get 
through his prayers in five minutes flat, 
but when the monthly distribution 
schedule needed adding, he would pray 
with touching fervour for forty-five 
minutes. And, of course, by company 
rules one cannot in any way interfere with 
the Arabs at prayer. 


Ramadan, the Koranic month of 
mourning, is another obstacle in the 
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routine of the office. Throughout the 
month, no Moslem may eat or drink 
between dawn and dusk, in practice, at 
any time when it is possible to tell a white 
thread from a black by natural light. 
Office hours for the Arabs are modified 
so that they work from 7 a.m. to 1 p.m. 
In deference to the clerks, the Europeans 
are instructed by the company to comply 
at these times so that during this period 
there is no morning tea and not so much 
as a gulp of cold water. 


At 1 p.m. the fasting Arabs go home. 
Everyone else makes for the iced-water 
fountain and then to lunch, followed by 
an afternoon’s work in the almost deserted 
office. Even after working hours, restric- 
tions remain. During Ramadan, the oil 
companies forbid the use of radio, gramo- 
phones or other instruments of public 
entertainment. 


Pay-day brings another variant. There 
may be up to ten thousand Arabs to pay, 
few of whom can sign for wages in their 
own or any other language. Particularly 
does this apply to refinery labourers. The 
answer is simple. Each paymaster is 
equipped with an ink pad and for each 
envelope passed out must retain a num- 
bered voucher with a large black thumb- 
print! 


Passing accounts for payment requires 
even more diligence in the Persian Gulf 
than at home. One accountant when 
checking an invoice from a local stevedor- 
ing firm decided to delve a little deeper 
into a charge for eight hours hire of a 
100-ton barge. Much patient research 
showed that on that day only five tons 
of goods had been landed from the 
steamer in question, which in any case 
had sailed for another destination three 
hours after its arrival! Further research 
showed that this merry game had gone 
on undetected ‘or the previous eighteen 
months. 


At home this would lead to an acri- 
monious exchange of letters. Not so in 
the Gulf. The company for the moment 
suspended all payments to the firm in 
question but as Robert Louis Stevenson 
said in another connection, “this was 
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more in the nature of a salute rather 
than a sign of hostilities”. Everyone knew 
that the Arab barge proprietor would get 
his money in the end, so concurrently 
with the suspension of payment we raised 
a provision for the whole amount due and 
listed it under sundry creditors. After 
all, company policy is not to offend the 
Arabs. But the real reason is simpler 
than that. The particular Arab con- 
cerned is a brother of the Shaikh! 


The next time you reach for a seda- 
tive on balance date spare a thought for 
your perspiring brethren in the Gulf. 
There are few items, indeed, that are 
accounted in less than three currencies 
simultaneously. Trucks and machinery 
are purchased in Britain. Tools and food 
come from Australia and New Zealand. 
Other items come from South Africa, 
India, Pakistan, Japan, Persia, Egypt and 
the local states. Every country using the 
£ gives it a different value. Then there 
are Gulf rupees, Pakistan rupees and 
Indian rupees, each at its own rate of 
exchange. To cap it all there are three 
separate payrolls, sterling, dollar and 
rupee. This whole maze of figures must 
be balanced monthly and the figures trans- 
ferred to New York—in dollars. 


Administrative problems are  enor- 
mous. It’s a long haul to the Gulf, so 
all items for company and employee use 
are ordered eight months ahead. If a 
major item of refinery plant breaks down 
all necessary spares must be on hand. 
Food for Christmas is ordered in April— 


and don’t forget Christmas cards with old 
world snow scenes, toys for the em- 
ployees’ children and tinsel for the Christ. 
mas tree. The refinery needs pipelines 
and the ladies need bobby-pins. The 
school must have text-books and the 
cinema the latest films. Cigarettes and 
hair oil, buses to bring the Arabs to work, 
nail scissors to sell in the barber’s shop, 
beer from Copenhagen to serve in the 
club, ocean-going tugs to berth tankers 
at the pierhead. 


A few items are made on the spot. A 
microscopic portion of the company’s out- 
put becomes lighter fluid for its em- 
ployees. Soda water for the whisky is 
made and bottled in empty beer bottles. 


At every stage of the operations the 
accounting staff with their scallywag 
Arabs and Indians are keeping track of 
it all! It doesn’t take much to prompt 
the Arabs into a strike. The Suez affair 
was a golden opportunity. But the strike 
caused the trial balance to be late that 
month. Things had to be kept running. 
The accountants did other things than 
accounting. They drove buses, served in 
the supermarket, worked night shift in the 
refinery without blowing it up, ran the 
switchboard, did maintenance on the 
sewers and worked the valves and pumps 
that load the tankers. Our maintenance 
of the status quo surprised us. 


Accountancy in the Gulf can be inter- 
esting or infuriating, funny or frustrating, 
but it is never dull. 





A SENTENCE FROM THE JUDGE 


In view of the widespread and tremendous increase in hire purchase 
trading in recent years, the following comment, made in 1944, by a 


county court judge is of interest. 


The judge said that a great part of his time on the bench was 
concerned “with people who are persuaded by persons whom they do 
not know to enter into contracts that they do not understand to purchase 
goods that they do not want with money that they have not got”. 


—Extract from ‘‘Miscellany at Law’’ by R. E. Megarry. 
Stevens and Sons, Ltd., London. 


Published by 
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NOTES ON SELECTED TAX CASES 


By D. C. WILKINS, B.coM., A.A.s.A. 


PRIVATE COMPANY TAX LOSSES 


The Board of Review held that, 
in applying the provisions of Section 
80 (5) of the Income Tax Assess- 
ment Act, shares are not “benefi- 
cially held” by a shareholder if they 
are registered in the name of a 
nominee of that shareholder. 


In the October, 1958 issue of The 
Australian Accountant, in a note entitled 
“Tax Losses of a Private Company” it 
was mentioned that care should be taken, 
in the appropriate case, to avoid the 
application of Section 80 (5) of the 
Income Tax Assessment Act to circum- 
stances where it may reasonably be 
considered that the application of the 
sub-section was not intended to apply. 

Section 80 (5) provides in effect that 
a loss incurred by a private company 
shall be an allowable deduction against 
income of subsequent years only if on the 
lat day of the year of income, shares 
carrying at least twenty-five percent of 
the voting power are beneficially held by 
persons holding shares carrying at least 
twenty-five percent of the voting power 
on the last day of the year of loss. 

In the High Court cases of Avon Downs 
Pty. Ltd. v. Federal Commissioner of 
Taxation (1949) 4 A.IL.T.R. 195 and 
Dalgety Downs Pastoral Co. Pty. Ltd. v. 
Federal Commissioner of Taxation 
(1952) 5 A.I.T.R. 386, the meaning of 
the words “beneficially held” was vital to 
the decision given. It was decided that 
shares are “held” by a person registered 
as a shareholder in respect thereof. The 
word “beneficially” “serves more natural- 
ly the purpose of excluding the case of a 
holding for the benefit of others than the 
purpose of so broadening the meaning of 
the word ‘held’ beyond the particular 
Significance which it normally has in re- 
lation to shares as to make it equivalent 
0 ‘owned’ in the most general sense of 
the word”, 
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A specific example of the application 
of Section 80 (5) was provided in 7 
C.T.B.R. (N.S.) Case 122. At 30 June, 
1949, the private company concerned had 
an issued capital of five £1 shares, held 
by A and four other persons. Four shares 
were held by nominees of A for the 
purpose of effecting the incorporation of 
the company. The company incurred a 
loss for tax purposes in the year ended 
30 June, 1949. 


The five shares were retained by the 
original subscribers until November, 
1949. On 30 June, 1950, 1951, 1952 
and 1953 there were 8,500 issued shares, 
held as to 2,500 by the estate of A, 
2,500 by X and 3,500 by Y. 


It is provided by Section 80 (6) that 
where shares are beneficially held by a 
person on the last day of a loss year, and 
are beneficially held by the trustee or 
beneficially held by the trustee or 
beneficiary of the deceased estate of that 
person on the last day of the year of in- 
come, those shares are deemed to be 
beneficially held by the same person. No 
difficulty arose, therefore, because A had 
died subsequent to 30 June, 1949. 


On 30 June, 1949, however, A was 
the registered holder of one share out of 
five (20%). On the last day of the 
subsequent year of income, the trustees 
of his estate held 2,500 shares out of 
8,500 (29%). 


The Board decided, on the authority 
of the Avon Downs decision, that the 
shareholders whose names actually appear 
on the company’s share register at a 
particular date and who are at that time 
the legal owners of the shares are the 
ones who “beneficially hold” those shares. 
Consequently, it was held that as A’s 
shareholding at the 30 June, 1949 did 
not exceed 20% of the company’s total 
share capital (the shares held by his 
nominees were not “beneficially held” by 
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A) Section 80 (5) should operate to 
deny to the company the carry-forward of 
the 1949 loss to a subsequent income 
year. 


RETIRING ALLOWANCE PAID 


An amount paid by a husband to 
his wife as a retiring allowance was 
considered by the Board of Review 
to be an allowable deduction in 
part. 


The taxpayer operated an abattoirs in 
a country town and conducted and leased 
out a number of butchers’ shops. From 
1947 until her retirement in 1954, tax- 
payer’s wife had complete control of the 
bookkeeping and clerical work of the 
various businesses. She attended the 
business premises for a full working week 
and in addition spent some time at home 
on the work. Her salary was £470 in 
1948, increasing, with bonus, to £945 in 
1953. 

In 1954 it was decided that the busi- 
nesses should be transferred to private 
companies, and late in that year A. Pty. 
Ltd. took over the abattoirs business, and 
B. Pty. Ltd. took over the retail butchers’ 
shops. 

Taxpayer’s wife received salary from 
her husband to 31 July, 1954 and on 13 
August, 1954 she commenced employ- 
ment with the private company operating 
the abattoirs business. On the latter date 
she was paid £4,000 by taxpayer as a 
retiring allowance; she used £1,875 to 
take up shares in A. Pty. Ltd. in her own 
name, and £1,500 to take up shares in 
the same company in the name cf her 
three sons. The balance of the £4,000 
was left on loan to A. Pty. Ltd. 


The amount of £4,000 was claimed by 
taxpayer as an allowable deduction under 
Section 78 (1) (c) of the Income Tax 
Assessment Act, which provides for a tax 
deduction for an amount paid as a re- 
tiring allowance to a person who is or has 
been an employee to the extent of which, 
in the opinion of the Commissioner, the 
amount has been paid in good faith in 
consideration of the past services of the 
employee. 
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The taxpayer admitted that in deciding 
to pay his wife the £4,000 retiring al- 
lowance he had in mind the tax saving 
that he hoped would follow, and that he 
did not overlook the fact that the receipt 
of the £4,000 by his wife would keep the 
money in the family. 

The Commissioner took the view that 
there should be “single-mindedness of 
motive” in the payment of a retiring 
allowance for services rendered which is 
to be allowed as a deduction under 
Section 78 (1) (c); the personal and 
taxation motives admitted by taxpayer 
had tainted the payment, and thus it was 
not to any extent paid “in good faith in 
consideration of the past services of the 
employee”. 

The Board, however, in 7 C.T.B.R. 
(N.S.) Case 121, was of the opinion that 
the use of the words “to the extent to 
which” in Section 78 (1) (c) permitted 
an apportionment to be made. It was 
considered that taxpayer’s wife had made 
a considerable contribution to the success 
of her husband’s business by her services 
as an employee, and that some part of 
the retiring allowance was paid to her in 
good faith in consideration of those 
services. The amount of £4,000 was held 
to be excessive, however, the Board 
deciding that of that amount, £1,000 only 
should be regarded as fulfilling the con- 
ditions imposed by Section 78 (1) (c), 
to be allowed as a deduction accordingly. 


ROYALTY PAID TO NON- 
RESIDENT 


The existence of a trademark 
registered in Australia was held by 
the Board of Review to be sufficient 
to establish that the source of 
royalties was in Australia. 


The taxpayer company was a resident 
of Australia. It entered into an agreement 
with an American company, under which 
it was granted a licence to manufacture 
in Australia certain equipment covered 
by an Australian trademark which was 
owned by the American company. The 
Australian company paid royalties to the 
American company, based on the number 
of units manufactured. 
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The royalties paid to the American 
company were assessed to Australian in- 
come tax, being regarded by the Com- 
missioner as arising from a source in 
Australia. 


The taxpayer contended, before the 
Board of Review in 7 C.T.B.R. (N.S.) 
Case 125, that it could not be said that 
the American company had any property 
in Australia which could be regarded as 
the source of the royalties, and therefore, 
as the royalties were received by an ex- 
Australian company, they should not be 
subject to tax in Australia. In support 
of this claim, it was stated that the 
agreement was executed in part in 
America, that payment of the royalties 
was made in dollars in America, and, in 
any event, that the registration of the 
trademark in Australia was virtually in- 
valid because the American company had 
done nothing to protect it, and the Aus- 
tralian company was not a registered 
user. 


At the hearing, however, the taxpayer’s 
representative admitted that the use of the 
trademark was of fundamental value to 


the Australian company’s business. 


The Board agreed with the Commis- 
sioner that the trademark, registered in 
Australia, represented the asset in respect 
of which the royalty payments were made; 
the possibility that its registration was of 
doubtful validity was discounted. It was 
held, therefore, that the American com- 
pany owned property in Australia from 
which arose income having its source in 
Australia, and so Australian income tax 
was correctly charged to the non-resident 
on the royalties received. 


RETROSPECTIVE INCOME TAX 
LEGISLATION 


The operation of Section 44 
(1A) of the Income Tax Assess- 
ment Act was considered by the 
Board of Review. Although the 
assessment concerned was for the 
year ended 30 June, 1944, the 
Board case was not reviewed until 
March, 1958. 
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Section 44 provides for the inclusion 
in the assessable income of a resident 
taxpayer of dividends paid to him by a 
company out of profits derived by the 
company from any source. Section 23 
(q) states, however, that income which 
is derived by a resident from sources 
out of Australia will be exempt from 
Australian tax if the income is not exempt 
from tax in the country of origin. 


In the case of Reid v. Federal Com- 
missioner of Taxation, 3 A.I.T.R. 510, 
it was held that Section 44 did not 
operate to exclude dividends from the 
exemption granted by Section 23 (q). 
In other words, it was decided that if 
dividends received by a resident of 
Australia were subject to tax in an ex- 
Australian country of origin, they should 
be exempt from tax in Australia. Judg- 
ment in this case was delivered on 19 
March, 1947. 


This decision of the High Court was 
apparently regarded by the Australian 
Government as contrary to the intention 
of the income tax legislation, so, in 
order to overcome it, the Act was 
amended by the inclusion of Section 44 
(1A) which provides that the operation 
of Section 44 should not be affected by 
Section 23 (q). 


As reported in 7 C.T.B.R. (NS.) 
Case 117, the taxpayer received divi- 
dends from Placer Development Ltd., 
a Canadian company, during the year 
ended 30 June, 1944. These dividends 
had been subject to a deduction of 
Canadian income tax, and in his return 
taxpayer claimed that the dividends 
were exempt, by the operation of Section 
23 (q). 


As no assessment for the 1944 year 
had been received, the taxpayer, acting in 
accordance with the provisions of Section 
171, requested in May 1946 that the 
Commissioner should issue one. The 
notice of assessment was finally issued on 
20 March, 1947, the day after the judg- 
ment of the High Court in Reid’s case 
was given, and, in that assessment the 
Canadian dividends were included in the 
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taxpayer’s assessable income for the 


1944 year. 


When Section 44 (1A) was enacted 
in June, 1947, to overcome the High 
Court’s decision, it was provided that 
the sub-section should apply retrospect- 
ively, to all assessment notices which had 
issued on or after 20 March, 1947. 


The action taken in relation to the 
question of the Section 23 (q) exemp- 
tion, fell therefore into a pattern, as fol- 
lows: — 

(i) The exemption of the Canadian divi- 
dends was claimed in the return. 


(ii) A request was made for an assess- 
ment, and no immediate response to 
that request was made. 


(iii) The Commissioner waited until the 
decision in Reid’s case was given. 
This decision was favourable to the 
taxpayer’s claim. Immediately after- 
wards an assessment, denying the Sec- 
tion 23 (q) exemption, was issued. 


(iv) The Act was then amended to pro- 
vide, in effect, that such ex-Australian 
dividends which had been taxed 
abroad, should not be exempted from 
Australian tax, and this amendment 
was to operate retrospectively, from 
the date on which the assessment was 
issued to taxpayer. 


In his objection lodged against the 
assessment, taxpayer claimed that as his 
1944 assessment had not been issued 
within three months of his request, and 
was thus deemed to be an amended 
assessment (Section 171 (2)), the re- 
trospective operation of Section 44 (1A) 
did not apply to this deemed amended 
assessment, but applied only to original 
assessments. The Board disposed of that 
ground of objection by providing suffi- 
cient authority for the conclusion that 
an amended assessment is an “assess- 
ment” for all purposes of the Act. 


The taxpayer claimed further that as 
he had lodged his objection before the 
Act was amended to include Section 44 
(1A), he had a right to have the ob- 
jection dealt with according to the law 
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Tax Practice 


Jones is a grazier. On 20 
June, 1958 he purchased, for 
£1,000, a second-hand tractor 
for use on the farm. What al- 
lowance for depreciation is he 
entitled to in his return for the 
year ended 30th June, 1958? 


As the tractor is an asset owned 
and used by Jones for the purpose 
of producing assessable income 
(that is, depreciable under Section 
54) and is used during the year of 
income wholly and exclusively for 
the purposes of agricultural or 
pastoral pursuits, the special rate 
provided by Section 57 AA will 
apply. 

The asset does not need to 
be new when purchased, and 
need not be used throughout 
the year of income, for Section 
57 AA to be appropriate. 


The rate to be applied is 20% of 
the cost of the asset, allowable in 
the year in which it is first used in 
the business, and in the next four 
income years. The allowance in the 
year to 30 June, 1958 is a flat 20% 
of £1,000 (£200) even though the 
tractor was acquired only ten days 
before the close of that year. 

NOTE: In publishing the above state- 
ment it must be pointed out that the 
conclusion reached is that of the 
journal's taxation editor and it should 
not be inferred that the same view 


will necessarily be held by the Taxation 
Commisioner. ad 








-* 


as it then stood. In other words, he 
claimed that the legislature should not 
act retrospectively to abrogate a right 
which had already accrued. The Board, 
however, considered that the words of 
the amending Act were clear, that it was 
intended to operate to all assessments 
issued on or after 20 March, 1947, and 
there was nothing to indicate that a 
case such as the taxpayer’s should be 
excluded. 
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Income Tax Law Relating to Leases 


No. 1 


The provisions of the Income Tax Assessment Act relating 
to lease premiums are discussed by the journal’s taxation editor, 
D. C. Wilkins, B-Com., A.A.S.A., in the first of a series of articles 
on the effect of income tax on lease transactions. 


Period of the Lease 


A lease may be entered into for the 
occupation of land or premises, or the 
use of plant or machinery. The period 
of the lease may be of specific duration, 
extending perhaps for a number of years, 
or may be of indefinite duration, as in 
the case of a weekly or monthly tenancy. 


The “term of the lease” is of particular 
importance in determining the deductions 
to be allowed, or the income to be 
assessed, in connection with lease trans- 
actions 

Where the lease has been entered into 
for a specific length of time, the term of 
the lease is the unexpired period of the 
lease as from the date on which a lease 
premium was received or leasehold im- 
provements are effected. The existence 
of an option for renewal for a further 
term does not extend the term of the 
lease for this purpose. 


Where the lease is of indefinite dura- 
tion, there is no point of time which can 
be regarded as the date of expiration of 
the lease. In such circumstances, as will 
be explained later, the unexpired period 
of the lease may be treated as two years 
from the date on which the lease premium 
is received, or improvements to the lease 
property are made. 

Lease Premium 

A “premium” is defined by Section 
83 of the Act. Broadly, it means a 
consideration, whether paid in one 
amount or by instalments, which is: 

(a) in the nature of a premium for or 
in connection with the grant or 
assignment of a lease. 

(b) for or in connection with an assent 
to the grant or assignment of a 
lease. 
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(c) for or in connection with the 
surrender of a lease. 


A lease premium is included in the 
assessable income of the recipient in the 
year in which it is received. 


Examples of assessable premiums, 
following the definition above, are as 
follows: 


(i) A landlord grants a lease of pre- 
mises to a tenant. In addition to the rent 
agreed to be paid over the period of the 
lease, the tenant agrees to pay a lump 
sum to the landlord at the time the lease 
is granted. This lump sum is a “lease 
premium”, to be included in the land- 
lord’s assessable income. 


(ii) A person is in possession of 
premises held under lease. With the 
approval of the lessor, or as permitted 
under the lease agreement, the lessee 
assigns his lease to a third party, who 
enters into possession of the premises 
and assumes the responsibilities under 
the lease previously undertaken by the 
original lessee. The new lessee pays an 
amount to the old lessee for the assign- 
ment of the lease. This amount is a lease 
premium, assessable to the lessee who 
assigned his lease. 


(iii) A lessee wishes to grant a 
sub-lease, or to assign the lease. He pays 
to the lessor an amount in consideration 
for the lessor agreeing that such sub- 
letting, or assignment, should take place. 
This is a lease premium, assessable to 
the lessor who assented to the grant or 
assignment of a lease. 


(iv) A lessor has granted a lease of 
premises for a particular period. Before 
the period has expired, the lessor wishes 
to regain possession of the premises, 
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perhaps for use in his own business, or 
to be let at a more favourable rental. 
He pays to the lessee an amount in 
consideration of the lessee giving up the 
leased premises. This is a lease premium, 
assessable to the lessee, representing an 
amount paid for the surrender of a lease. 


(v) A lessee considers that the agree- 
ment under which premises are leased 
to him is of disadvantage to him. Perhaps 
the premises are no longer suitable for 
his business activities, and he wishes to 
be relieved of the contract to pay rent 
for the period of the lease still to run. 
He pays to the lessor an amount in 
consideration of the lessor agreeing to 
relieve him of his commitments under 
the lease agreement. This is a lease 
premium, assessable to the lessor, re- 
presenting consideration for the surrender 
of a lease. 


It is of importance, in determining 
whether a particular amount received is 
a lease premium, that the consideration 
should move between the parties to the 
grant, assignment or surrender of the 
lease, as the case may be. For example, 
a person who conducts his business on 
leased premises may arrange with his 
landlord to conclude his lease, and may 
obtain an assurance from the landlord 
that he (the landlord) will grant a new 
lease to a third person, to whom the 
lessee has agreed to sell his business. An 
amount then paid by the purchaser of the 
business to the vendor, in consideration 
of the vendor arranging that the pur- 
chaser’s right of occupancy of the 
premises will be so secured, is not 
a lease premium. In the first place, 
it is not consideration for the assign- 
ment of a lease, because the ven- 
dor’s lease was not assigned to the 
purchaser, and secondly it is not con- 
sideration for the surrender of the lease, 
because even if the vendor’s lease had 
been surrendered, the amount received by 
the vendor did not pass between the 
person surrendering the lease, and the 
person to whom it was surrendered. 


In the case of Phillips v. Federal 
Commissioner of Taxation (1947) 4 
A.I.T.R. 89, it was made clear that the 
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amount paid for the surrender of a lease 
must move from the lessor to the lessee 
or from the lessee to the lessor if it is 
to be treated as a lease premium. An 
amount paid to the lessee by a third 
party, in consideration of the surrender 
of his lease, would not be so treated. 
Goodwill 

A lease “premium” as defined by 
Section 83, does not include an amount 
paid for the goodwill of a business carried 
on upon the leased land, unless such an 
amount for goodwill is deemed by Section 
83 A to be a premium. 


Prior to 1952, a lease premium 
included any consideration for or in 
connection with any goodwill or licence 
attached to or connected with land, a 
lease of which was granted, assigned or 
surrendered. Endless difficulties ensued 
in determining, whether, in a particular 
case, the goodwill was attached to the 
business premises which were the subject 
of the lease transaction. 


Such difficulties have been avoided by 
the enactment, in 1952, of Section 83 A. 
It is now provided that where in con- 
nection with agreements for the grant, 
assignment or surrender of a lease, the 
goodwill of the business carried on upon 
the leased land is sold or assigned, the 
amount payable for the goodwill will be 
treated as a lease premium only if both 
parties agree in writing that it should be 
so treated, and advise the Commissioner 
accordingly. 


The provisions of Section 83 A would 
be expected to have limited application 
in practice. If both parties to the lease 
transaction are to agree that the payment 
for goodwill is to be treated as a lease 
premium, it is apparent that one party, 
the vendor of the goodwill, is deliberately 
involving himself in a tax liability that 
would not normally arise if he did not 
take such positive action. The purchaser 
would obtain tax deductions for the 
amount paid for the goodwill, but this is 
usually no comfort to the vendor. 


Put another way, the special provisions 
relating to goodwill associated with lease 
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transactions mean that, if no positive 
action is taken by the parties, the con- 
sideration for goodwill would, in the 
normal case, be treated as of a capital 
nature and thus neither assessable to the 
recipient nor deductible to the payer. 
Written agreement between the parties, 
and advice of such agreement to the 
Commissioner, is required if the payment 
for goodwill is to be assessable and 
deductible as a lease premium. 


Consideration Attributable to the Lease 


Section 83 (2) provides that where a 
lease is granted, assigned or surrendered. 
and in connection with that transaction 
there is an agreement to sell or assign 
goodwill, a licence or other assets, the 
amount of the consideration attributable 
to the lease will be: 

(a) the amount allocated to the lease in 
the agreement, if the Commissioner 
is satisfied that the amount so 
allocated is fair and reasonable, or 


if no amount is allocated to the 
lease, or the Commissioner is not 
satisfied that the amount allocated 
is fair and reasonable, the amount 


determined by the Commissioner 
for the lease. 


The allocation of the amount at- 
tributable to the lease is subject to the 
provisions of Section 36 (8) (a), which 
deals with the determination of the value 
of trading stock disposed of; Section 
59 (3), which deals with the deter- 
mination of the consideration relating to 
depreciable assets disposed of; and Sec- 
tion 73 A, which deals with depreciation 
allowable, and recouped depreciation 
assessable, in relation to buildings used 
for the purposes of scientific research. 


Thus, where a business is sold, and the 
amount of the sale price is not separately 
divided between the various assets trans- 
ferred, the Commissioner may decide on 
a reasonable value to be allocated to the 
lease, and this amount will be assessable 
to the recipient as a lease premium, that 
is, as consideration for the assignment of 
a lease. Also, if the Commissioner con- 
siders that the amount allocated to the 
lease in the agreement for sale is un- 
reasonable, he may fix on a different 
figure, to be assessed to the vendor as a 
lease premium received. 





What Operations are 


By C. W. 


N these days of change in technical 
methods and of improvement in so 
many fields of human endeavour it is 
likely that more and more materials may 
be won from the earth by methods other 
than underground mining and so the 
question of what constitutes “mining” 
will become much more than a mere 
academic one. 


Already one case has been before 
the High Court in which it was claimed 
that for the purposes of Division 10 of 
the Income Tax and Social Services 
Contribution Assessment Act a company 
which extracted blue metal from the earth 
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Mining Operations? 
HARTCHER 


by ordinary quarrying methods, that is 
the same methods which are used in 
open-cut mining, was carrying on mining 
operations. The writer understands that 
there is an appeal due to go to the Court 
in the near future where it will be con- 
tended that a company which extracts a 
different substance from the earth by 
similar methods is carrying on mining 
operations. 


It seems probable that the Commis- 
sioner will have to consider this problem 
to a greater extent in the future and it 
is just as probable that his decisions will 
not always be acceptable to taxpayers. 
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It will be of advantage, therefore, to give 
some consideration to the principles 
which apply in answering the question 
posed in the title of this article. 


There has been considerable litigation 
in connection with this problem. A con- 
sideration of the various cases should 
prove of value. 


Australian Slate Quarries Limited v. 
Federal Commissioner of Taxation 
(1923) 33 C.L.R. 416. 


This appears to be the earliest Aus- 
tralian case. In it the Full Court of the 
High Court held that a company which 
obtained slate from a quarry in Australia 
and used it for various commercial pur- 
poses was carrying on mining operations 
within the meaning of S. 17 of the Jn- 
come Tax Assessment Act, 1915-1921. 
in the course of his judgment Knox, C. 
J. said, at pp. 418-9. 


“Operations undertaken for the pur- 
pose of obtaining a mineral may be 
fairly described as mining opera- 
tions. It is a matter of common 
knowledge that in Australia the 
open cut or surface method is com- 
monly adopted in connection with 
mining for ores containing silver and 
other metals; and I do not think it 
can be doubted that operations con- 
ducted for the purpose of obtaining 
such ore from the earth are mining 
operations, although carried on by 
the open cut method.” 


Isaacs and Rich, JJ, said at p. 420: 

“ “Mining operations’ in S. 17 is an 
expression which, being unqualified 
by anything apart from the coal 
mining exception, must be given its 
usual meaning as understood in 
Australia . . . the expression ‘min- 
ing operations’ is apt to include all 
that is done in the way of mining as 
that is universally understood in 
Australia. The phrase ‘mining oper- 
ations embraces all operations 
whether by hand or by machinery 
and whether confined to excavating 
the surface, as in alluvial claims, or 
extended to excavations, hundreds 
or even thousands of feet below the 
surface, by which any valuable de- 


posit, other than the ordinary soil, 
is extracted or extractable from the 
earth.” 

Starke, J, said at p. 424: 

“The expression ‘mining operation’ is 
popular and not technical, and its 
exhaustive definition would be as 
unwise as it would be difficult. In 
a general way, excavating the earth 
for the purpose of obtaining metals, 
metallic ores or minerals is ordin- 
arily and popularly described in 
Australia as a mining operation.” 


Consideration of the various judgments 
indicates that the Court was somewhat 
divided. Knox, C.J. and Starke, J. were 
of opinion that to be a mining operation 
the operation in question had to be un- 
dertaken for the purpose of obtaining 
“minerals” (per Knox C.J.) or “metals, 
metallic ores or minerals” (per Starke, J). 
On the other hand Isaacs and Rich JJ. 
would have held operations to be mining 
so long as they were for the purpose of 
extracting any valuable deposit. The 
other member of the Court was very 
guarded in his judgment and it seems 
that he would not have gone so far as 
Isaacs and Rich J. J.; Higgins, J. said 
at p. 423: 

“I do not think I should be justified 
in saying that under no circum- 
stances can there be ‘mining opera- 
tions’ unless there is an _ under- 
ground passage or drive, or that the 
fact of slate being the object of the 
quest, or the fact of slate being ex- 
tracted from overburden of decayed 
slate, prevents the operations from 
being ‘mining operations’. In other 
words, all the facts stated in the 
case are consistent with a finding 
that the company is carrying on 
mining operations . . . But it must 
be clearly understood that this an- 
swer would not be conclusive as to 
other slate quarries, on other evi- 
dence, or even as to this slate quarry 
on facts which are not here stated 


Shortly after that case was heard the 
case of Jaques v. Federal Commissioner 
of Taxation (1924) 34 C.L.R. 328 came 
on for hearing. It concerned the ques- 
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tion of deductions on account of calls 
paid to a mining company. It was un- 
necessary for the Court to decide whe- 
ther the company to which the calls were 
paid was a mining company because it 
decided the case on other grounds. How- 
ever Isaacs, J. did advert to the matter 
in his reasons and said at p. 360: 

“. . . I also do not think it necessary 
to decide the point. But I am of 
opinion that it was not a mining 
company. The principles we have 
laid down in the Slate Quarries 
Case lead, in the circumstances of 
the present case, to the conclusion 
that the dominant character and 
therefore the true character, of the 
Cement Company is that of a manu- 
facturing company and not a min- 
ing company.” 

Although this comment may be of value 
in considering what a mining company 
may be it does not appear to assist in 
determining what mining operations may 
be for there appears no reason why a 
company which is in fact a manufactur- 
ing company should not carry out mining 
operations. 

It was some years before the matter 
of mining was again before the Court 
but in Deputy Federal Commissioner of 
Taxation v. Stronach (1936) 55 C.L.R. 
305; 3 A.T.D. 365, the taxpayer con- 
tended that he was exempt from sales 
tax on building stone on the basis that 
it was a primary product derived directly 
from operations carried on in Australia 
in mining. It was held by the Full 
Court of the High Court that the winning 
of building stone from quarries did not 
fall within the description of “mining”. 

Starke, J. said at p. 369: 

“... the taxpayer . . . relies upon the 
case of the Australian Slate Quarries 
v. Federal Commissioner of Taxa- 
tion . . . But all the case means is 
that there was matter before the 
learned trial Judge which warranted 
him considering whether in fact 
mining operations were being car- 
ried on; his determination depend- 
ing upon the character of the mate- 
rial, the methods of work, to some 
extent the signification of ‘mining’ 
in various Mining Acts, and many 
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other factors. When the case went 
back to him he found as a fact that 
the taxpayer was carrying on mining 
operations . . . I should have found 
the other way, and in my opinion 
the Slate Quarries Case was wrongly 
decided on the facts . . . there is 
no compulsion on me to say that 
extracting freestone and granite 


from the earth is a mining operation. 
I do not think it is or can be called 

a mining operation.” 
Dixon, J. (as he then was) said at 
p. 371: 


the expression ‘mining’ is a 
familiar source of difficulty both in 
England and here. In its primary 
meaning the word applies to sub- 
terranean working. The minerals 
sought by subterranean working 
would, no doubt, be highly prized. 
But it was natural to extend the 
application of the word ‘mining’ in 
two directions. If the operations 
were subterranean the word applied 
to them although the minerals 
were of no great value. On the 
other hand, where precious metals 
or minerals usually won by subter- 
ranean working were obtained by 
excavation which did not include 
subterranean working, it was natu- 
ral to describe these operations as 
mining.” 

Later, on p. 372 he said: 

“On the present special case we are 
the judges of law and fact, and so 
far as it is a question of fact, I 
should find no hesitation in saying 
that the winning of the freestone and 
granite by the workings described 
is not within the ordinary meaning 
of mining. The fact is that slate 
seems to be won at some places by 
an operation which is one of mining 
because partly or wholly subter- 
ranean. It is easier, therefore, to 
draw the conclusion that winning 
slate from an open cut is mining. 
But winning building stone from 
ordinary quarries does not, I think, 
fall within the description of min- 
ing.” 

McTiernan, J. who agreed with his 

brother Judges, said at p. 372: 
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‘“. . . Uninstructed by the Slate Quar- 
ries Case I would not have thought 
that the building stone, now in 
question, either the granite or the 
freestone, was directly derived from 
the operation of mining”. 


It appears from the decision in Stron- 
ach’s Case that the Court disapproved 
the decision in the Slate Quarries’ Case 
even if they did not override it. At the 
same time we see in the judgment of 
Dixon, J. a new test emerging, which 
depends upon the type of material re- 
covered where the operations are not 
subterranean. 


The next case in which mining was 
considered was Federal Commissioner of 
Taxation v. Broken Hill South Limited 
(1941) 65 C.L.R. 150; 6 A.T.D. 167. 
The taxpayer company had acquired a 
mine consisting of shaft, equipment, sur- 
face buildings and mining rights. The 
ore body remaining in the mine was large 
but was of low grade. Owing to economic 
conditions no ore had been extracted by 
the taxpayer company since the acquisi- 
tion of the mine, but the company em- 
ployed a staff of surface men and engine 
drivers who were engaged on the mine in 
performing labour covenants in the min- 
ing lease, maintenance and fire protec- 
tion and in pumping operations to keep 
the upper levels free of water. It was held 
by the Board of Review that the com- 
pany was Carrying on mining operations. 
This decision was made upon the basis 
that mining operations covered activities 
in connection with a mine additional to 
the mere extraction of ore or metals, 
such, for instance, as the protection and 
maintenance of plant both above and 
below the surface and work connected 
with the protection and safety of the mine 
and the mining rights. On appeal the 
Board’s decision was upheld by the High 
Court on the basis that the question of 
whether the activities were mining opera- 
tions was one of fact and there was evi- 
dence upon which the Board was entitled 
to find as it did. It seems clear, however, 
from the remarks of the various justices 
that had they had to decide the matter 
they also would have found that the 
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operations in question were mining 
operations. 

In Federal Commissioner of Taxation 
v. Henderson (1943) 68 C.L.R. 29; 7 
A.T.D. 173, the question again came 
before the High Court. On this occasion 
Williams, J. held that the treatment of 
tailing dumps constitutes the carrying on 
of mining operations for gold. This was 
on the basis that the treatment of talings 
was one of the various kinds. of work 
included among the whole of the work 
which would be described as mining oper- 
ations. 

Some ten years later the working of a 
mining property was considered in Parker 
v. Federal Commissioner of Taxation 
(1953) 90 C.L.R. 489; 10 A.T.D. 287. 
This case concerned a mining lease on 
which the taxpayer carried on mining 
operations for the purpose of obtaining 
gold. He crushed ore from the lease, 
from other leases in which he was inter- 
ested and from outside customers. He 
purchased the tailings remaining after 
the crushing operations and in the year 
in question treated them to obtain gold 
therefrom. It was held by Dwyer C.J. 
(Supreme Court of W.A.) that income 
derived from the crushing of ore obtained 
from elsewhere than his own lease was 
not from the working of a mining pro- 
perty. This decision was upheld on ap- 
peal to the Full Court of the High Court. 
Dixon C.J. said at p. 291: 

“For the expression ‘mining opera- 
tions’ is not the same as ‘the work- 
ing of a mining property’. The for- 
mer is plainly wider and the latter 
is directed to a different point. Min- 
ing operations means operations per- 
taining to mining and operations is 
a very large expression. The 
phrase ‘the working of a mining 
property’ looks to the exploitation 
of a mining lease or other form of 
interest in the soil.” 

With the above mentioned judgment 
it can be seen that there was a principle 
emerging that an operation was not per 
se a ‘mining operation’ merely because 
that kind of operation was one which 
would be carried out in the course of 
conducting mining operations. It might 
be necessary for it to be actually carried 
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out in the course of conducting mining 
operations to be so classified. 

The next time mining was before the 
Court was in New South Wales Associ- 
ated Blue Metal Quarries Limited v. 
Federal Commissioner of Taxation 
(1955-56) 11 A.T.D. 50. Here the com- 
pany obtained stone, known as blue 
metal, by open excavation. The method 
employed was as follows. Bores are put 
down to test the depth of overburden 
and an area suitable for working having 
been decided upon as a result of the tests, 
the overburden is removed from it. The 
stone thus uncovered is bored by pneu- 
matic drills and explosives are placed in 
the holes and fired. The broken stone 
thus obtained is loaded by means of elec- 
trically operated “‘navvies” into waggons 
and conveyed to screens and crushers. 
The scene of the workings becomes an 
excavation of large and increasing area 
open to the sky. 

The company claimed that it was car- 
rying On mining operations but the Com- 
missioner disallowed the claim. On ap- 
peal to the High Court Kitto, J. dismissed 
the appeal. Some comments cf Kitto, J. 
are instructive. At p. 52 he said: 

“It is clear enough that ‘mining’ is not 
nowadays confined in its meaning 
to the winning of minerals by means 
of underground working, for al- 
though that is its primary meaning 
an extended sense has long been 
given to it in connection with some 
substances. The extraction of coal 
by open-cut working, for example, 
is commonly referred to as open-cut 
coal mining. On the other hand it 
seems safe to say that the getting of 
some other substances, such as free- 
stone and granite, in blocks for 
building purposes, would never be 
spoken of as mining.” 

and at p. 53 he said: 

“There is no evidence before me to 
suggest, and I have no reason to 
think, that blue metal is ever ob- 
tained by underground workings, 
either in this country or elsewhere.” 

and later on the same page: 

“The open-cut method of extracting 
minerals from the earth is well 
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known not only as I have already 
mentioned, for coal, but also for 
copper, iron ore and scheelite. But 
the fact, for it seems to be a fact, 
that the word ‘mining’ is in common 
use with respect to the getting by 
this method of some or all of these 
minerals, commonly associated as 
they are with mining in its narrower 
sense, affords the appellant no 


assistance. Here we have to do with 
a substance which is not known as 
an object of underground mining 


On appeal to the Full Court, Kitto, J.’s 
decision was upheld. The Court said at 
p. 56: 

“In Lord Provost of Glasgow v. Farie 
Lord Macnaghten said ‘The mean- 
ing of the word “mining” is not 
open to doubt. In its prima facie 
signification it means underground 
excavations or underground work- 
ings’. But there are certain minerals 
and substances which have been 
traditionally recovered by under- 
ground workings. They have thus 
become associated in idea with the 
concept of a mine and the associa- 
tion of ideas has made it inevitable 
that whatever the form of excavation 
that is made for the purpose of win- 
ning them, whether underground or 
open-cast, it will be called a mine 
and the operations will be called 
mining.” 

A study of these various cases seems 
to indicate that the following conclusions 
may fairly be drawn: 

(1) Any operations which are carried out 
by underground workings will be 
“mining”. This will be so regardless 
of the metal, mineral or substance 
which is extracted. 

(2) When open-cut methods are employed 
the question whether the operations 
are “mining” will depend upon the 
particular metal, mineral or substance 
which is extracted. 

(3) If the metal, mineral or substance 
extracted is one which has “been tra- 
ditionally recovered by underground 
workings” then the operations will be 
“mining”, but not otherwise. 
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QUESTIONS AND ANSWERS IN PARLIAMENT 


Taxation Laws Inquiry 

Mr. Cleaver.—I address a question to the 
Treasurer. In view of the public announce- 
ment—which has been so well received—that 
the Government will institute a comprehensive 
and general public examination of the taxa- 
tion laws, will the right honorable gentleman 
indicate to the House whether the inquiry will 
take the form of a royal commission similar 
to the British royal commission on taxation 
which completed a comprehensive survey a 
few years ago? Also can he indicate when 
this review of the taxation laws is likely to 
commence? 


Mr. Harold Holt.—I am unable to give the 
honorable member or the House precise in- 
formation on these points at this time. I can 
assure the honorable member that the matter 
is actively under consideration by the Treasury. 
We have already had a look at some terms of 
reference which might be adopted. We have 
examined the practice which has applied in the 
past in respect of committees of inquiry or 
commissions of inquiry, both here and in 
other countries, and we are trying to profit 
from the experiences of such bodies in order 
to see that the terms of reference are not 
drafted so widely as to make the task too 
long or too complex for the Parliament to be 


able to get a quick look at the recommenda- 
tions, which should be of current value to 
us. However, we have to try to work out the 
best arrangement that we can, having reeard 
to the need for a comprehensive review and 
at the same time the desirability of getting to 
grips with the problem fairly promptly. 


Taxation 

Mr. Bury.—The Treasurer will recall that, 
in the course of the Budget speech for 1957- 
58, the then Treasurer said that the Govern- 
ment was studying proposals for the introduc- 
tion of a withholding tax for dividends on 
overseas investment, similar to the system 
operating in the United States, Canada and 
South Africa. Has the right honorable gentle- 
man himself yet had time to consider this 
matter? If so, has any Government decision 
on the subject yet been reached? 

Mr. Harold Holt.—I raised this matter with 
Treasury officers consequent upon the state- 
ment which, as the honorable member rightly 
points out, occurred in the speech of my 
predecessor. Some preparation of material 
has been going ahead in the Treasury. I 
have not yet had any such material placed 
before me, nor have I been in a position to 
convey any views on the subject to the Gov- 
ernment, but the matter is actively in hand. 





LETTERS TO THE EDITOR 


Cost Accounting — A New Outlook 


The Editor—Sir, 

I read with interest the article Cost Account- 
ing—A New Outlook by J. B. Hindin, B.Com. 
A.P.A.N.Z. published in the February 1959 
issue of The Australian Accountant. 

However, I ask myself why people who 
have something new and really worthwhile to 
offer, appear to consider it their duty to 
extend their criticism much further than neces- 
sary and try to destroy accepted fundamentals 
instead of building on them. 

Mr. Hindin accuses accountants of suffer- 
ing from segmentitis, “the main symptom of 
which is a propensity towards splitting of busi- 
ness into neat self-contained compartments”. 
He anvears to suffer from the same disease 
in splitting business into management and 
proprietorship. While it is true that at the 
present time, particularly in large concerns, 
persons comprising the management are not 
always identical with the proprietors, we 
must keep in mind that management is always 
supposed to act in the interests of the pro- 
prietors. If, according to Mr. Hindin, “the 
aim of most business in our type of community 
where private enterprise rules, must be the 
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long term maximising of real profits” then the 
aim both of the management and the pro- 
prietorship is exactly the same. In my humble 
opinion the practice of the accountancy pro- 
fession and its research must be based on 
this fundamental fact. 


ALEXANDER SILLS, B.ECc., A.A.S.A., 
Coogee, N.S.W. 


” o + 


“Capital Required for H.P. Business” 


The Editor—Sir, 

The article appearing on pages 155-6 of the 
March, 1959 issue was an interesting and help- 
ful one. 

However, may I suggest to Mr. Seddon that 
an accurate result is more readily obtained 
by applying the formula X(12 + 1)/2. Tak- 
ing £7,000 as the constant monthly sales this 
would give: 

7,000(12+1)/2 = £45,500. 

Does a company, in fact, have to finance 
the terms charge of £560? Even if it has to 
cover an element of these charges there is 2 
divergence in the figures obtained by Mr. 
Seddon and myself. 


R. E. MASKELL, F.A.S.A. 
Mentone, Vic. 
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Tariff as an Instrument of 


Economic Policy 


By Dr. W. A. WESTERMAN, Chairman Australian Tariff Board. 


A lecture delivered recently to the New South Wales Division of 
the Australian Society of Accountants. 


I have been asked to speak on the 
tariff as an instrument of economic policy 
and in the time at my disposal I shall 
examine some economic aspects of the 
tariff and, in particular, the pros and 
cons of some of the uses to which it is 
sometimes advocated the tariff should be 
harnessed. I might add that I shall en- 
deavour to avoid expressing my own 
personal views. However, if I am un- 
successful and if here and there what 
seems to be a personal view obtrudes 
itself, you should certainly not attribute 
it to the Tariff Board in any way. 


The tariff originated as a means of 
collecting revenue. Even at the present 
time, there are countries which, for a 
variety of reasons, find it pretty well im- 


possible to collect—efficiently at any 
rate—their revenue requirements by in- 
come and other taxes. To these coun- 
tries, the tariff is a simple and sure-fire 
device for collecting revenue from both 
exports and imports. It does not require 
the ingenious administrative procedures 
which advanced countries like Australia 
have developed to collect revenue by 
means of sales tax, excise tax, income tax, 
property taxes, probate tax, wages tax, 
and a whole host of others. Perhaps the 
diversity of methods used to collect tax 
is a sign of national adulthood—in the 
political science sense at least. 


In Australia, the importance of revenue 
collected by the tariff is declining in 
comparison with other sources of reve- 
nue. In 1938/39, for instance, customs 
revenue (including primage) amounted 
to something like 75 per cent. of income 
taxes (including company tax) collected 
by the States and the Commonwealth. 
In 1958/59, according to budget esti- 
mates, this figure will have declined to 
not much more than ten per cent. 
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I suppose there are still those who be- 
lieve that taxes should be used only as 
a fiscal device for raising revenue. The 
introduction of the dog tax in Elizabethan 
times must have dealt an early blow to 
these fiscal purists. At the present time, 
taxes of all kinds are frequently imposed 
or advocated for reasons nothing to do 
with revenue. So far as Australia is con- 
cerned, the early depression years saw 
the last large scale attempt to use the 
tariff for the specific purpose, amongst 
others of course, of making a major con- 
tribution to the problem of increasing 
revenue. Since that time, the natural 
“erosion” of specific duties due to changes 
in money values, the reduction of prim- 
age duties from time to time, tariff re- 
ductions in the late thirties, and reduc- 
tions in non-protective preference mar- 
gins in the last year or so to steady Aus- 
tralian cost levels, particularly of raw 
materials, have all tended to reduce the 
relative importance of the tariff as an 
instrument for raising revenue. Generally 
speaking, the imposition of revenue duties 
tends to protect and the imposition of 
protective duties tends to raise revenue. 


Whether or not the decline in the use 
of the tariff for revenue purposes is due 
to a conscious realisation on the part of 
the authorities that it can and does have 
harmful side effects, I don’t know. It 
may merely mean that other and less 
direct forms of taxation have an appeal 
in themselves, and the switch to the use 
of these measures is not influenced by 
economic or fiscal policy. On balance, 
however, I think it is generally accepted 
that the economic side-effects of a reve- 
nue tariff have made it desirable for gov- 
ernments to look for other and more 
precise devices for raising revenue. At 
anv rate, the present Government has 
indicated both in regard to its programme 
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of reductions in preferences and of elim- 
ination of primage duties that it places 
such store on stabilising cost levels in 
Australia that it is unlikely to resort 
generally to revenue duties. 


Apart from the effect of revenue duties 
upon costs, there is the question of tariff 
stability. A tariff which provided a shel- 
ter to Australian industry which varied 
according to the needs of the national 
purse is something which is fraught with 
harmful possibilities, harmful both to 
our overseas trading partners—who 
would regard such a revenue duty as a 
tax on their trade—and to Australian in- 
dustry, employment and standard of liv- 
ing. Under such a variable and unpre- 
dictable tax, there would be no such 
thing as security for industry or com- 
merce. 


The tariff still is an important revenue 
raiser and is likely to remain such be- 
cause protection by the tariff involves the 
collection of import dues as a by-product. 
Incidentally, the greater the protective in- 
cidence of a tariff the less revenue it 
tends to raise. Conversely, the lower the 
incidence of tariff the more imports tend 
to share the market with domestic pro- 
ducers and the greater the revenue col- 
lected, in short term at least. However, 
I have not heard it strongly suggested 
that the need for more or less revenue 
should be considered an important cri- 
terion in the formulation of tariff recom- 
mendations. The Tariff Board, in its 
recommendations, usually provides for 
the elimination of primage duties—the 
revenue element in most tariff items— 
or for their incorporation with the normal 
protective rate. It concerns itself solely 
with the protection levels required by 
industry. Of course there are still certain 
commodities, usually those not produced 
in Australia, which are subject to impor- 
tant revenue duties. These are not the 
concern of the Tariff Board except where, 
from time to time, they become the sub- 
ject of an inquiry relating to a request 
for assistance made by some industry. 


There are those who advocate that the 
tariff should be used as an economic de- 
vice to “dry up” excess purchasing power. 
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In other words, in a time of general 
inflation, import duties would be in- 
creased and in times of economic stability 
or deflation decreased. Here again, as 
with the case for the use of the tariff 
for ordinary revenue raising, there is 
the concept of the tariff as a kind of 
economic yo-yo. As in the case of revenue 
tariffs, it is by no means assured that 
even if a tariff were imposed as an eco- 
nomic corrective, the attainment of this 
objective would be at all certain. A high 
tariff for revenue could divert the demand 
from imported goods (i.e. its normal pro- 
tective effect) and so result in decreasing 
revenue returns. Similarly, a high tariff 
imposed for the purpose of mopping-up 
purchasing power may merely direct pur- 
chasing power away from imported goods 
to locally produced goods. An altogether 
different effect upon purchasing power 
than anticipated. 


But this brings us to a use for the 
tariff which has been frequently advocated 
over the last few years during which im- 
port restrictions have been used to con- 
serve and impose a priority in the use of 
our overseas funds. Pointing to the many 
and well-known difficulties in the use of 
quantitative restrictions, it has been fre- 
quently suggested by critics of import 
licensing that the tariff should be used 
not only to protect our industries, em- 
ployment and standard of living, but it 
should also be used to protect in a direct 
way our overseas exchange reserves. 


These proposals are usually not spelled 
out very fully and so I may unwittingly 
misinterpret the modus operandi which 
their advocates have in mind. 


When the manufacturer puts such a 
proposal forward, it would appear reason- 
able to assume that he is probably not 
unmindful of the fact that any increase 
in tariffs to restrict imports would be 
bound to give him an assurance of a 
larger share of the market—an assurance 
very different in character than he 
can possibly expect from a flexible licens- 
ing approach. This is probably a short 
range and over-simplified view. The fact 
that 70-80 per cent. of all imports are 
made by or on behalf of manufacturers 
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would seem to make the odds fairly steep 
that manufacturers’ cost would be 
affected by any tariff imposed to protect 
our overseas funds. Under conditions 
such as exist today, the manufacturer in 
many cases appears to be finding it diffi- 
cult to pass increased costs along the line. 
He therefore could expect to find a dim- 
inishing demand likely to follow increased 
prices. Increases in costs are not con- 
fined to any one industry. They can spill 
across to our important export industries, 
many of which are finding it difficult to 
compete profitably with overseas pro- 
ducers. If this were to happen, the ori- 
ginal exchange position which gave rise 
to the necessity for the tariff would have 
become aggravated and the position of 
the manufacturer possibly worse than 
before the tariff was imposed. 


It might be argued that a method could 
be found of applying the tariff which 
would avoid the side-effects I have just 
outlined, provided it were imposed sel- 
ectively and not just across-the-board. 
For instance, quota tariffs with built-in 
peril-points could be used so that the 
duty would only apply when imports ex- 
Beyond 


ceeded pre-determined levels. 
the peril-point, a prohibitive or near- 
prohibitive rate would restrict imports 


and preserve foreign exchange. Below 
the peril-point, the increase in tariff 
would not apply. 


This kind of a tariff device, it could 
be argued, could be used in lieu of im- 
port controls and would avoid, at least to 
some considerable extent, many of the 
cost-effects of a normal tariff increase. 
I have no doubt that in the case of some 
commodities it might be possible to use 
tariff-quotas. It is a question of whether 
the administrative and other difficulties 
which have accompanied the use of tariff 
quotas by other countries would be more 
or less than the difficulties of import 
restrictions as we know them. It is an 
over-simplification but it would appear 
to be substituting the “first up best 
dressed” principle for the historic prin- 
ciple at present largely the basis of import 
quotas. This idea, while feasible, would 
appear to have limited application. 
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It is sometimes suggested that the 
tariff, in order to conserve foreign ex- 
change, might be used as a kind of dis- 
incentive in the case of imports of luxury 
or consumer goods. Apart from the fact 
that these are frequently the kind of 
goods the import of which even a high 
tariff could not discourage—and hence 
the objective of the tariff is likely to be 
frustrated—I have already pointed out 
that imports of these goods in total are 
so small relative to imports of raw mate- 
rials and capital goods that the prospects 
of a tariff on them providing an effective 
safeguard to a serious foreign exchange 
position are slight. However, this does 
not mean that there is not some scope— 
limited though it might be—for the use 
of the tariff for this purpose. 


There are those who, mindful of the 
protective effects of a tariff imposed for 
whatever purpose, would advocate that 
a tariff for exchange savings purposes 
should be limited in its application to 
import of those commodities which are 
not produced in Australia. I have not 
seen any recent study on just what pro- 
portion of our imports consists of goods 
carrying non-protective rates. However, 
I would venture the guess that, apart 
from raw materials and capital goods, 
the volume of goods would be small. 
For this reason, it would seem that such 
a proposal would not be a desirable one 
for general application, although it also 
may have a limited scope. 


I have recently seen a kind of com- 
promise argument put forward. It runs 
like this. The present general criteria 
which the Tariff Board is obliged to fol- 
low—namely, according reasonable pro- 
tection to those industries which arc 
reasonably assured of sound opportunities 
for success—is the best long-term policy 
for achieving a balanced foreign ex- 
change position. If this is so and if at 
the same time there must necessarily in 
some cases be protective side-effects of 
import licensing, there may be a case for 
developing some kind of working rela- 
tionship between the Tariff Board— 
which can be regarded as the source of 
advice to the government on the long 
term protection of industry—and the 
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Departments responsible for the adminis- 
tration of import policy—which can be 
regarded as charged with the responsi- 
bility for advising the government on cer- 
tain unavoidable short-term and inci- 
dental actions according protection to 
Australian industry. 


I see practical difficulties in any such 
proposal, but there are difficulties in most 
situations where our “wants” run ahead 
of our ability to pay for them. 


The importer finds the notion of using 
tariffs in the place of import controls 
even more attractive than the manufac- 
turer. As a group, he has suffered more 
from shortage of exchange than has the 
manufacturer. Under a tariff imposed 
to conserve foreign exchange, there is 
probably a fair chance that unless it 
discriminates against certain imports, e.g. 
consumer goods, it would operate the 
reverse way from import restrictions. In 
times of acute exchange shortage, these 
usually bear more heavily on goods other 
than raw materials and capital goods. 
Moreover, the element of inflexibility in- 
herent in any quota system based on 


historic imports, however well it is ad- 
ministered, operates to limit cumpetition 
and protect the less efficient from the 
more efficient. A quota system also 
makes it difficult for newcomers to enter 
the field of importing. 


However, it is a question of looking at 
the practicability of the use of tariffs in 
lieu of import controls or in association 
with import controls. In looking at its 
practicability, it must not be forgotten 
that, in the past few years, the needs of 
exchange conservation appear to have 
required a fairly precise kind of instru- 
ment—one which can assure a level of 
imports within fairly narrowly defined 
limits and within a relatively short period 
of time. Even if practicable, there is 
then the question of the balance of ad- 
vantages between different controls. 


I think I have said enough to indicate 
that tariffs cannot be expected to provide 
a painless panacea for a shortage of over- 
seas exchange. Used in a way which re- 
sulted in tariff instability, they could bring 
grave difficulties to industry, employment, 
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and the Australian standard of living. 
It may be possible to correlate import 
controls and tariff measures, but such a 
proposal, alluring though it may be, 
would require a great deal of study to 
test both its practicability and the contri- 
bution it could be expected to make to 
the general problem of matching our im- 
port requirements to the funds available 
for their purchase. 


In the use of the tariff, either to meet 
the varying requirements for revenue or 
to meet the necessity of preserving over- 
seas exchange, Australian industry would 
have the prospect of levels of protection 
increased not according to its needs, 
measured in terms of comparative costs 
and other factors, but according to how 
the weather treated the wool industry or 
whether a “boom or bust” had affected 
overseas prices for metals and minerals 
or internal consumer purchasing power, 
or whether the terms of trade generally 
happened to fluctuate. This would seem 
to carry the prospect of grave insecurity 
for Australian industry as well as damag- 
ing insecurity for overseas suppliers sub- 
stantially dependent upon the Australian 
market. 


Moreover, an increase in tariff occa- 
sioned by the need to conserve foreign 
exchange, human nature being what it 
is, is more likely, it can be argued, to 
dampen down imports of more essential 
goods than less essential—in many cases 
regarded as luxury goods. I suppose it 
is a matter of judgment and even partly 
a matter of philosophy as to whether or 
not, given a shortage of foreign exchange, 
there should be any question of govern- 
ment action to ensure priorities in its 
use. I only know that I personally am 
continuously faced with the situation of 
not having enough in my wallet to satisfy 
my wants. In the face of this, I have no 
hesitation, nor do I think would you, in 
imposing priorities on my expenditure. 


But this line of argument—if indeed 
it is a line of argument at all—presup- 
poses that the Government or some semi- 
autonomous body like the Tariff Board 
would be capable of implementing the 
kind of squeeze needed to reduce the 


The Australian Accountant, April, 1959 





drain on overseas funds or vary the 
revenue, or affect levels of consumer pur- 
chasing power in accordance with a right 
or proper system of priorities if such 
could be devised or agreed to, and within 
a required time. 


I have already questioned whether it 
could be feasible for the machinery of 
tariff variation to operate fast enough— 
under conditions where it has to operate 
with precision—to meet the speed with 
which, for instance, the overseas ex- 
change position can change. Knowing 
the time it takes to thoroughly investigate 
economic maladies and prescribe cures, 
it is questionable whether a policy of 
tariff variation could ever be very differ- 
ent from the position of Peter in respect 
to our Lord. I understand he was always 
following “afar off”. 


Having regard to the stimulus which 
an increase in tariffs might give to in- 
vestment, production and employment in 
many cases, and the ill effects which 
might follow a tariff reduction which 
could result in Australian industry no 
longer being able to compete against im- 


ports, it is probably not surprising that 
the Government has so far shunned the 
use of tariff as a specific and important 
means of protecting our overseas funds, 
or controlling purchasing power or rais- 
ing revenue. 


I would like to trace a little further the 
possible effects of the use of tariff for 
the primary purpose of protecting our 
funds position rather than for regulating 
protection afforded Australian industry. 
It is commonly believed that our long- 
term balance of payments difficulties may 
be even greater than our short-term diffi- 
culties. It is argued that the use of tariffs 
as the principal means of conserving 
foreign exchange would tend to accen- 
tuate the long-term overseas exchange 
problem. The argument runs something 
like this. An increase in tariff imposed 
to protect our overseas funds would tend 
to result in an increase to the consumer 
in the prices of imported goods. If the 
tariff is effective in discouraging imports 
and hence reducing the immediate de- 
mand for overseas funds, it may very 
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well—and in fact is frequently very likely 
to—encourage in Australia the produc- 
tion of such goods. 


Put another way, a tariff imposed to 
reduce imports is a tariff likely to pro- 
mote the manufacture of goods to replace 
imports. This is alluring both in its sim- 
plicity and in the immediate prospects it 
offers to Australian producers. However, 
the evidence available from the experi- 
ence of overseas countries as well as from 
Australia’s own experience, seems to 
suggest the probability that development 
or expansion of industry in Australia, 
even if prompted by the need for replac- 
ing imports, is rather more likely to re- 
sult in generating new and different de- 
mands for imports in, as it were, the 
“second round” stage. For instance, it 
might be possible by deliberately increas- 
ing the duty in respect of a certain com- 
modity, imports of which are running at 
the rate of £10 million per annum, to 
encourage the manufacture of that com- 
modity in Australia. However, if this 
were the result, it is argued that, in the 
aggregate, the demands for new or in- 
creased raw materials, for capital goods 
needed in the manufacture of the article 
concerned, and for the requirement of 
other imports stimulated by industry 
growth and increased employment, etc. 
would total not less than £10 million 
but probably substantially more than £10 
million. In other words, encouragement 
of industry purely for the purposes of 
saving foreign exchange, attractive as it 
might seem in the short term, might be 
merely postponing and accentuating the 
difficulties in the long run. 


Like all generalisations, the argument 
I have just outlined, even if it were true 
in general could be false in particular 
cases. For instance, the industry con- 
cerned may be one where the require- 
ments of imported raw materials are 
negligible or where a relatively small 
labour requirement would not tend to 
build up a secondary demand for im- 
ports, or the element of imported 
machinery and plant used in the manufac- 
turing process might be relatively small. 


Without attempting to argue this case 
at all, I think it can be said that a study 
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of the Tariff Board Reports indicates 
that the Tariff Board does not fail to look 
at the likely effect upon the foreign ex- 
change position of its recommendations 
but is well aware of the dangers of 
attaching too much importance to the 
“first round” effects of so called import- 
replacement to the exclusion of “second 
round” effects. 


What the above boils down to, as | 
see it, is that to date for a variety of 
compelling reasons, it has been thought 
that it would be most unsafe for the 
Australia economy to rely on the tariff 
as the main device for regulating its re- 
quirements of overseas exchange. 


However, this does not mean that in 
some cases, e.g. tobacco or liquor, it 
would necessarily not be a sound policy 
to condition the demand for overseas 
exchange by a variation in the tariff. 
Certainly, Australian governments over 
many years have used and are still using 
such measures as supplementary to other 
forms of regulating the use of overseas 
funds. 


Especially at the present time, when 
there is some talk of the possibilities of 
a decline in employment, one hears the 
argument advocated that employment 
opportunities should be regulated by 
varying the degree of protection afforded 
Australian industry. An increase in the 
level of protection would tend to stimu- 
late Australian production by discourag- 
ing imports. In the process, employment 
opportunities would be increased. 


There are economists who dispute this 
argument. However, I don’t believe that 
many people would seriously claim that 
tariff protection in Australia has not been 
an important factor in facilitating the in- 
creases in aggregate employment which 
have taken place, for instance, since 
World War I. However, acceptance of 
this cannot be regarded necessarily as 
acceptance of the thesis that employment 
levels can be varied more or less 
automatically by changes in_ tariff 
levels. Some advocates of increased 
tariff protection, for the purpose of in- 
creasing employment levels, may have the 
notion that, given a certain level of un- 
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employment, an _ electronic computer 
could supply the exact percentage by 
which tariffs needed to be varied and in 
what commodities in order to accomplish 
the desired results. Presumably, given 
a certain measure of over-employment— 
and Australia has experienced this rather 
more than unemployment in the post-war 
period—it could be estimated what level 
of tariff reduction would cure the ill. 
This kind of argument suggests a kind 
of precision in estimating the results of 
any tariff action which in fact does not 
exist. Tariff protection, by its very nature, 
is relatively slow in its effect on employ- 
ment and operates in many cases by way 
of setting off a chain of reactions, the 
ultimate outcome of which defies any pre- 
cise attempt at estimation. 


I have not heard it suggested that the 
best way of regulating a watch was not 
to have adjustments made to the spring 
but rather to wind it a little more or a 
little less, according to whether the hands 
were running behind or ahead at the 
moment. Normally, a watch is adjusted 
so that it runs true on the average or 
under normal conditions. Similarly, the 
view is widely held that the tariff should 
be so adjusted that, under normal con- 
ditions, it will encourage the healthy de- 
velopment and expansion of industry in 
Australia. This concept cannot easily be 
reconciled with its use as a special device 
for varying employment levels to meet 
fluctuations in the economic situation. 


There have been some notable cases 
where tariff protection has been dictated 
primarily by the direct need to increase 
employment opportunities. The German 
Zollverein is a case in point. So far as 
Australia is concerned, the circumstances 
of the depression gave such emphasis to 
the problem of employment that the tariff. 
as well as a variety of other weapons in 
the economic arsenal, was directed to 
the primary objective of increasing em- 
ployment. Indeed, the Scullin tariff, as 
it has come to be called, was a deliberate 
attempt to use a high protective tariff, 
imposed largely without prior advice from 
the Tariff Board, to increase employment 
opportunities. This action was taken 
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despite the problems which substantial 
changes in tariff levels generally bring 
in their train. 


The effects of the Scullin tariff are still 
the subject of disagreement. Many believe 
that the increase in tariff levels was re- 
sponsible for the development of many 
industries and the expansion of employ- 
ment opportunities. They point to indi- 


vidual industries—like the farm machin- 
ery industry—as examples of this. 


The Tariff Board report of 1932, re- 
ferring to wide scale changes made in 
the tariff, had this to say: 


“There can be no doubt that sections of the 

community have suffered much disruption 
of business and endured hardship following 
the frequent and violent changes of the 
tariff during the last three years. What 
may have been beneficial to some has 
meant ruination to many, and much dis- 
location and loss of confidence have 
resulted . 


In the same report, the Board indi- 
cated how it looked at the problem of 
unemployment as it related to particular 
tariff recommendations which it made. 
It said: 

“The Board has constantly had in mind that 
the prevailing very serious unemployment 
is bad for the financial, physical and moral 
condition of the community, and in all 
its deliberations has regarded it of vital 
importance that remunerative work should 
be found for the people. Nevertheless, the 
imposition of high rates of duty for the 
benefit of one industry resulting in 
seriously higher costs to other secondary 
or to primary industries may cause some 
additional employment in the one but 
resultant unemployment in the others.” 


I have been speaking of the effects of 
the adjustment of tariff levels not on a 
case-by-case basis and after careful exam- 
ination of the particular facts relating to 
an industry and the side-effects on other 
industries and costs generally, but on vir- 
tually an across-the-board basis as a 
means of creating mass employment or 
avoiding mass unemployment. This has 
little relationship to the use of the tariff 
to compensate the local producer for the 
higher cost (if any) of Australian labour, 
raw materials and overheads so that he 
can obtain “so much of the market as is 
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represented by goods which can be eco- 
nomically produced, but narrow 
enough to preclude any inefficiency, un- 
economic extension or undue profit mak- 
ing.” (Tariff Board Report, 1932) 


Rightly or wrongly, and I believe 
rightly, Australian governments generally 
have seemed to accept the thesis that the 
tariff can support the highest level of 
aggregate employment if it is fixed after 
an industry by industry examination in 
conformity with some such principles as 
I have indicated. 


Both in its effect upon employment in 
existing industries and upon the develop- 
ment or expansion of industry (and em- 
ployment and industrial development are 
merely different sides of the same coin), 
Australian governments have always been 
conscious of the consequences for export 
industries of tariff levels. I quote again 
from the Tariff Board report of 1932. 

“The maximum employment of our people 

is largely dependent upon the successful 
expansion of our export industries. This 
expansion, though largely affected by the 
world’s demand for our products, is also 
bound up with low costs of production . . 
Australia’s prosperity will depend not only 
on the keeping out of unnecessary imports, 
but to even a greater degree on the ex- 
pansion of exports of the products of her 
primary and her natural secondary 
industries.” 

I rather think this view, though still 
accepted in the broad, has become a little 
modified. Even the economic pundits 
are rather surprised for instance at the 
relatively small effects upon the Austra- 
lian economy of the recent serious drop 
in export income. Overseas economic 
controls, production subsidies, commod- 
ity arrangements, stockpiling and the like, 
are tending, with the major exception of 
wool, to make the price of our exports 
only one factor in the problem of selling. 
Even in the case of wool, it is possible 
that pricing arrangements covering sales 
of certain synthetics have introduced 
another factor into the competitive situa- 
tion. 

I think I have indicated enough to 
show that Australian practice has ac- 
cepted the principle that the tariff, used 
with discretion and after an examination 
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of all the relevant facts, can and should 
induce and sustain domestic production 
and hence employment. 


It is often argued that the normal cri- 
teria governing the accordance of tariff 
protection should be watered down in 
order to encourage the infant industry. 
This in fact is provided for in some in- 
ternational trade agreements and has been 
the practice, generally speaking, in Aus- 
tralia. 


There are still those who argue that 
employment and development should be 
thought of in the wider or international 
sense. This argument is usually associ- 
ated with the general belief that, in the 
ultimate, the objective of economic 
policy must be to trust the world economy 
as a whole so that it may become possible 
for resources, including labour and the 
factors of production, and for goods of 
all kinds to be transferred from country 
to country without hindrance. 


This is a projection of the old theory 
that individual countries in the world 
would achieve the greatest prosperity and 
the highest standard of living only when 
each concentrated on doing what it was 
best able to do by comparison with other 
countries. This theory originally ignored 
the forces of nationalism and the simple 
fact that countries, like people, are not 
equally endowed by nature. Faced with 
restrictions on migration, on the transfer 
of capital resources, on the movement 
of raw materials and goods of all kinds, 
people supporting the doctrine of eco- 
nomic internationalism argue that this 
state of one world with a common living 
standard etc. can only be achieved by 
stages. Initially individual countries must 
protect early development of industry or 
permit only a gradual decline in industries 
already established which, by comparison 
with those of other countries, are in- 
efficient. 


As a second stage, groups of individual 
countries possessing somewhat comple- 
mentary economies, or enjoying some- 
what the same standard of living, or 
having somewhat the same geographical 
location, or political outlook or racial 
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background etc., should merge, again in 
a gradual way, so that each can move 
closer to producing what it is best able 
to produce, leaving its partners in the 
regional area to do likewise. The German 
Zollverein was an excellent example of 
this during the nineteenth century. The 
Commonwealth Preference Area was an- 
other example between the two World 
Wars. The recent Common Market 
scheme is a further example. Proponents 
of this approach would go on to say that, 
given regional developments of this kind, 
the next step is a merging of regions. 
For instance, it has been advocated that 
the British Commonwealth trading area 
could conceivably be merged with the 
Common Market area. The Common 
Market area should be merged with a 
group of more loosely knit economies 
comprising some eighteen or so Euro- 
pean countries to be known as the Free 
Trade area. It is even being said by some 
people over the other side of the Tasman 
that Australia and New Zealand should 
set in motion measures to produce gradu- 
ally an integrated economic area. 


Of course, the tariff is the major instru- 
ment of any such economic policies. 
Without wishing to comment on the 
above in any detail, it should be noted 
that the General Agreement on Tariffs 
and Trade, to which some thirty-five 
nations are signatories, has as its object 
the removal of tariff and other barriers 
to trade, the prevention of economic 
nationalism, the attainment of the highest 
possible level of international trade, and 
the maintenance of the highest possible 
levels of employment. Indeed, the objec- 
tives of the G.A.T.T. as set out in Article 
1 of the Agreement, as recently revised, 
are well worth looking at in connection 
with the subject matter of our discussion 
here. I quote: 


“I. The contracting parties recognize that 
their relations in the field of trade and 
economic endeavour should be conducted 
with a view to raising standards of living, 
ensuring full employment and a large and 
steadily growing volume of real income 
and effective demand, developing the full 
use of the resources of the world and 
expanding the production and exchange 
of goods, and promoting the progressive 
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development of the economies of all the 
contracting parties. 

. The contracting parties desire to con- 
tribute to these objectives through this 
Agreement by entering into reciprocal and 
mutually advantageous arrangements 
directed to the substantial reduction of 
tariffs and other barriers to trade and to 
the elimination of discriminatory treat- 
ment in international commerce.” 


Contrary to the objectives for the 
tariff as set out in G.A.T.T.—indeed at 
the other extreme—there are a great 
many people who, while accepting that 
the tariff should be used for the purpose 
of encouraging the infant industry, be- 
lieve that it should be retained as a per- 
manent defence against foreign compe- 
titors, with the objective of securing all 
or as much as possible of the domestic 
market for domestic producers. The 
G.A.T.T. owes its origin to the wide- 
spread belief that such a policy, if fol- 
lowed to its extreme, would seem to aim 
at virtual prohibition of international 


trade or its confinement to a residual level 
consisting of those goods—principally 
raw materials—which nature has dictated 
are not available and which are not cap- 
able of production in all countries. Such 


a situation, it is held, would result in 
greater aggregate unemployment and a 
lower standard of living for all. It would 
represent economic nationalism in its 
purest form. It would ignore the effects 
of tariff upon costs, upon exports, and 
the need to sustain imports and the for- 
eign exchange to pay for them in order 
to maintain as high a standard of living 
as possible. Above all, it is argued it 
would ignore the political significance of 
economic nationalism—a_ significance 
which the period between the two world 
Wars suggests it is important should not 
be overlooked. 


The fact is that the tariff, as a weapon 
of economic nationalism, has been sub- 
jected to a kind of armaments agreement. 
The G.A.T.T. is an attempt to confine 
the use of tariffs within agreed limits for 
the benefit of all and yet to the detriment 
of none. These limits are pretty wide. 
The device used to encourage the lower- 
ing of barriers to trade requires no abro- 
gation of national rights and no authority 
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with supra-national powers. G.A.T.T. 
has been set up to act, amongst other 
things, as a kind of international auction 
mart where countries bargain their tariffs 
and are faced always with the fact that 
in order to obtain advantages or security 
of entry for their goods into markets of 
others they must give equivalent advan- 
tages or security of entry to the goods 
of other countries in their own market. 
The fact that such bargaining takes place 
in the open and that there is always a 
considerable body of international opin- 
ion marshalled against irresponsible or 
extreme tariff action by any member is 
in line with the theory that one of the 
greatest contributions to world peace 
made by the United Nations is that argu- 
ments tend to take place in public and 
that the weight of world opinion can have 
some limiting effect on actions by indi- 
vidual members which are either irre- 
sponsible or which threaten the welfare 
of others. 


In Australia, the policy has long been 
laid down that tariffs are the proper 
means and should be used continually 
wherever circumstances can be shown to 
justify them as a means of protecting 
existing Australian industry. They have 
not been used as a general rule as a 
kind of insurance in favour of those 
wishing to commence an industry. Gen- 
erally speaking, tariffs in Australia 
are not regarded as an appropriate 
pre-natal treatment. Their use com- 
mences only after the infant has 
not only been born but has shown 
that, on the basis of efficiency in 
respect of those costs within its con- 
trol, it has every prospect of a full and 
vigorous economic life. There have been 
departures from this principle, particu- 
larly during the depression years, as I 
have indicated elsewhere. But, generally 
speaking, tariff protection is never pro- 
mised to an industry ahead of its estab- 
lishment, although every industry is 
assured under existing tariff policy that, 
if it can show it is reasonably economic 
and efficient and that it is suffering dis- 
ability compared to overseas competitors 
as the result of conditions peculiar to the 
Australian economy, e.g. wage rates, 
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taxation, transport and other costs, it 
can have a reasonable expectation of 
tariff or equivalent assistance sufficient 
to meet its demonstrated needs. 


The history of the development of the 
Australian tariff structure shows quite 
clearly that when the security of tariff 
protection has been given it is not likely 
to be taken away. Whatever may be the 
arguments for a trend towards freer trade, 
it is quite certain that retention of pro- 
tection tends to become more essential 
once industry has become adapted to 
the conditions produced by protection. 

However, the approach to tariff-mak- 
ing in Australia has always been on an 
ad hoc basis, with the result that, from 
time to time, when it appears to the 
Tariff Board and hence to the govern- 
ment that the level of protection accorded 
an industry is greater than the circum- 
stances of its competitive position re- 
quires, tariff rates have been reduced. 

It is difficult to speak in general terms 
of what constitutes a measurement of 
the level of the Australian tariff. Mr. A. 
T. Carmody, in a contribution to the 
Yorkshire Bulletin of Economic and 
Social Research, attempts to measure 
changes in the level of the Australian 
tariff from 1919 to 1940. According to 
his figures, Australian tariffs at an index 
level of 100 in 1919 remained fairly 
stable until 1929 when they reached a 
level of 125, increased rapidly until 1933 
when they reached a level of 228, and 
declined steadily until 1939 when they 
reached a level of 159. Particularly, the 
decline from a level of 238 in 1931-32 
to the much lower level in 1939 suggests 
that the governments of the time felt 
that a great many industries—whether or 
not because they had grown up in the 
infant industry sense, or because they 
had improved their own efficiency, or 
because Australian costs had moved 
favourably compared with the costs of 
overseas countries, or for other reasons 
—had a level of protection which was in 
excess of their requirements or of the 
ability or the need of the economy to 
support. 

No one has attempted, so far as I 
know, to measure movements of tariff 
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levels in the post-war period. Some 
people believe that any such measure. 
ment would show a period of fairly stable 
tariffs. It is true that some industries 
for example, certain sections of the 
chemical industry, have received sub- 
stantial tariff protection. The effective 
level of protection accorded other indus- 
tries generally has not been increased and 
in many cases has actually decreased 
when account is taken of the effect of 
the decline in the purchasing power of 
money upon specific rates in the Aus- 
tralian tariff. 


The point J wish to make is that tariffs 
in Australia have been used consistently 
to encourage development and growth 
of Australian industry but have, in fact, 
not been inflexible. The record of tariff 
changes shows that tariff levels can be 
reduced in the light of changing circum- 
stances. 


Another use of the tariff as an econo- 
mic device frequently advocated and, in- 
deed, frequently practised is for the pur- 
pose of encouraging economic self-de- 
termination. Tariffs, it is claimed, should 
be fixed at a sufficiently high level so 
that in negotiations with other countries 
such tariffs will constitute effective bar- 
gaining coin to ensure the entry of our 
exports into the markets of other coun- 
tries against only reasonable levels of 
tariff protection and on a secure and pre- 
dictable basis. It has been noticeable, on 
some occasions, especially where there 
has been a wholesale review of the tariff 
of a country occasioned by currency 
changes or post-war reorganisation of 
trade controls, that some countries appear 
to have fixed tariff rates initially at levels 
sufficiently high to permit substantial re- 
ductions in international negotiations 
without imperilling their domestic in- 
dustry. The German and Italian post- 
war tariffs are sometimes cited as ex- 
amples. It would seem, also, that the 
common tariff levels proposed by the 
Common Market countries leave a great 
deal of room for bargaining. Those coun- 
tries who believe their market interests 
in the areas of the Common Market are 
sufficiently important may be induced to 
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grant concessions in their own markets 
if they can obtain sufficient tariff conces- 
sions in the Common Market. 


I have said that the machinery of the 
G.A.T.T. is set up to operate in a way 
where tariffs are Genpelaed in the open 
“market place”. I suppose, therefore, 
that a bit of “horse trading” is unavoid- 
able whether or not it is justifiable. Cer- 
tainly in the post-war period Australia 
has tried her hand from time to time at 
what, if others were to do it, we would 
call “horse trading”. We included in 
bound tariff rates or in bound preference 
margins not only the substantive tariff 
rate but also primage duties which were 
originally intended as temporary revenue 
raising duties. Apart from our trade re- 
lations under G.A.T.T., Australia has 
had to engage in some pretty stiff bar- 
gaining with the United Kingdom, Japan 
and one or two other countries in the 
post-war period. However, the occasions 
when a country can or should deliberatelv 
raise its tariffs just for the purpose of 
tariff bargaining are rare. The success 
of the G.A.T.T. in facilitating the lower- 
ing of tariffs has rested upon the early 
post-war example of the United States 
and some other industrial countries and 
upon the generally favourable economic 
climate which has existed in most coun- 
tries since the war. However, especially 
in the field of trade in agricultural and 
primary commodities, there has now de- 
veloped widespread resort to subsidies 
and quotas, which appear to be defeating 
the further progress of G.A.T.T. towards 
its objectives. Tariff has become of sec- 
ondary importance in restricting trade in 
these commodities, and either new meth- 
ods of containing these trade restrictions 
must be found or else economic nation- 
alism appears to be on the way back. 


The tariff is frequently used as an eco- 
nomic measure to strengthen the security 
of a country in the physical sense. For 
instance, the use of tariff to restrict ex- 
ports of a wasting asset important to the 
continued growth and development of the 
country or the use of tariff to encourage 
development of strategic industries im- 
portant to defence, is frequently not only 
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advocated but followed in practice. Basic 
industries are also commonly protected 
for this reason in many countries—either 
by tariff or by such equivalent means as 
bounty or subsidy. In Australia, for in- 
stance, the government has used bounty 
and could just as easily have used tariff 
to promote the use of indigenous raw 
materials in the production of sulphuric 
acid. It did this because of the long- 
term difficulties in assuring a definite 
source of supply of sulphur, which is in 
somewhat limited world supply. Sulphur 
is of strategic importance in industry— 
both primary and secondary—and for 
munitions. 


The G.A.T.T. and our own treaty with 
the United Kingdom make it plain that 
such a use of tariff is to be regarded as 
exceptional and not always subject to 
the same criteria as the use of tariff for 
normal protection and development of 
industry. 


There are many who believe that 
tariff can and should be used to in- 
crease exports. This use can be either 
direct or indirect. It is frequently argued 
before the Board, for instance, that 
tariff protection resulting in reserv- 
ing a greater share of the Australian 
market for Australian firms would permit 
lower unit cost of production due to 
larger volume, and would make possible 
the development or expans‘:. of exports. 
There seems to be little ao'.ot but that 
one of the most important p:crequisites 
to a country being able to export the 
products of its secondary industry is a 
large, well-established and _ profitable 
domestic market. If this be so then there 
is a real case when considering the re- 
quirements of a particular industry for 
tariff protection, to look at the prospects 
which this industry would seem to have, 
given protection of a reasonable order, 
for making a contribution to overseas 
exchange by engaging in exports. These 
prospects would vary from industry to 
industry according to its structure and 
the particular disabilities and disadvan- 
tages which the industry would appear 
to have by comparison with its overseas 
competitors. The Board, in its Reports, 
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frequently refers to cases where indus- 
tries are already exporting or where a 
level of tariff protection recommended 
by the Board is in part influenced by the 
Board’s feeling that prospects for exports 
exist. 


There are those who believe that, in 
a situation where it is necessary to in- 
crease exports, this can best be achieved 
by a wholesale improvement in the cost 
position of primary producers through 
massive tariff reductions. Such beliefs 
seem to rest upon an over-simplification 
of the problems facing our exports and 
ignore the consequences to the economy 
as a whole of tariff reductions which are 
not related to the comparative disability 
of overseas and domestic industry. 


If the tariffs were to be regarded as 
an instrument of economic policy de- 
signed to achieve all the ends to which 
they could be directed, the task of tariff- 
making would be even more difficult 
than it is now. The Tariff Board opera- 
tions, under such circumstances, would 


almost need something like a giant con- 
trol board. One dial would show revenue 
readings, another overseas exchange fluc- 
tuations, another economic currents, an- 
other employment levels, another trends 
in the development of Australian indus- 
try, another trade negotiating needs, an- 
other infant industry registrations, an- 
other the exports situation, and another 
the varying strategic requirements of the 
economy. Presumably, on each of these 
dials, indicators would show in beautiful 
logarithmic scales the exact degree of 
tariff adjustment required by each special 
situation. The Tariff Board, in its assess- 
ment of the total requirements of tariff 
at any particular time, would no doubt 
use some kind of electronic computer 
which would attach proper weights to 
each registration on the dials and pro- 
duce every hour, on the hour, the kind 
of recommendations which would con- 
stitute counsels of perfection. 


Of course, such a notion is fantastic 
and supports the general conclusion that 
the tariff should not be regarded as 


222 


constituting any kind of economic pana- 
cea. There is a great deal of wisdom, 
I believe, in the decision by governments 
not to attempt to set out too precisely 
in the Tariff Board Act or elsewhere, 
too specific criteria to govern our tariff 
revision. 


In fact, the Tariff Board receives no 
such instructions from the government 
except those contained directly in the 
United Kingdom Trade Agreement. This 
trade agreement provides: 


a. That protection by tariffs shall be afforded 
only to those industries which are 
reasonably assured of sound opportunities 
for success; 


. The Tariff shall be based on the principle 
that protective duties shall not exceed 
such a level as will give United Kingdom 
producers full opportunity of reasonable 
competition on the basis of the relative 
cost of economic and efficient production; 


. Special consideration may be _ given 
notwithstanding (b) above to the case of 
industries not fully established; 


. No new protective duty shal! be imposed 

and no existing duty shall be increased 
on United Kingdom goods to an amount 
in excess of the recommendation of the 
Tariff Board. 


The tariff is one of the most important 
fields where government action can have 
a direct and continuing impact on the 
development and growth of industry and 
employment opportunities, and upon 
the Australian standard of living. Like 
nuclear fission, it is not something to 
be monkeyed with. Like nuclear fission, 
it can be harnessed for the benefit of 
mankind. It is true that at the present 
time the Tariff Board, in the absence of 
more direct or specific instructions, acts 
within the general terms of the Australia- 
United Kingdom Trade Agreement. 
These can be regarded—if you disagree 
with them—as merely a question-begging 
set of platitudes. If you agree with their 
generality, these instructions can be re- 
garded rather as extremely sound in the 
general direction they give, and ex- 
tremely flexible in their interpretation— 
sufficiently flexible to allow, for instance, 
proper consideration to be given to many 
of the factors discussed in this paper. 
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The 


Financing the “Teenage” Business * 


By E. N. AVERY, Director and Consultant, 
Australian United Corporation Ltd. 


HE type of company with which I 

will be dealing in this address is 
one incorporated as a proprietary com- 
pany faced with the problem of ob- 
taining additional finance to ensure its 
growth. It may have one, two, or three 
proprietors and a minimum labour force 
of 25 or up to a maximum of 100. It 
will have a capital of perhaps £100,000 
and a minimum turnover of £50,000 
rising to £150,000 or £200,000. 


Dimension and Growth 


In life today dimension is a thing of 
considerable importance. The Bronto- 
saurus and the Dinosaur of prehistoric 
times were very big but they collapsed 
under their own weight and size. At the 
other extreme there are types with such 
a short span of life that they have no 
memory or chance to gain experience at 
all. The human being appears about the 
right size to survive in his environment 
and the race grows apace because there 
is a constant process of evolution. It is 
the same with a business—it must be 
within certain limits of size and must 
have its own means of constant replace- 
ment. Size does not just happen, it comes 
from growth. 


Our economy is expanding rapidly and 
if the pace of Australia’s growth is to be 
maintained it is vital that every business 
of whatever size should be prepared to 
grow. If we are to meet the challenge 
of general growth in Australian industry 
—and it is unthinkable that we could 





*One of a series of addresses delivered at 
the November, 1958 Convention of the Vic- 
torian Division of the Australian Society of 
Accountants on the theme “Financing a 
Growing Business”. A further address in the 
series “The Function of the Stock Exchange”, 
by A. McB. Fairfoul appears on page 227. 
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“squib” it—this growth, replacement and 
graduation process has got to be stepped 
up actively—not just casually. 
Sources of Finance 

The individual business develops 
financially, by current profits; depre- 
ciation; and the introduction of fresh 
money. Avenues of finance available are 
the existing shareholders, who in the type 
of business I have alluded to are usually 
members of the owning family. Usually 
they have put in as much capital as their 
resources allow. This type of company’s 
second line of attack is probably the 
trading banks. I'd like to quote here the 
statement on the role of the bank ad- 
vances in the development of the economy 
made by Mr. Stuart Richardson, Chief 
Inspector of the Bank of New South 
Wales, in a talk that he gave recently. 
He said: “In reference to the part banks 
will play in continuing industrial develop- 
ment it is necessary to think of bank 
finance not as loans, mortgages, deben- 
tures or some kind of capital, but as 
credit made available on open account 
to meet fluctuations and short term needs. 
Australia’s development resulting in 
customers’ markets is fast reaching the 
stage where it will not be possible for 
banks to provide anything more than 
short term accommodation. Nevertheless, 
such finance can play a most important 
part in the day-to-day operation of a 
business. Bank overdraft is a most 
sensible form of finance especially for 
businesses whose money needs fluctuate 
from day to day. Furthermore the daily 
overdraft interest system makes this form 
of finance particularly cheap, especially 
under present day conditions”. 


Other Avenues of Finance 


Buying on hire purchase is useful to a 
company that has exhausted other means 
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of finance. Used sensibly, I regard it as 
quite a satisfactory form of finance which 
leaves other assets free to be used in a 
different manner. The Industrial Finance 
Division of the Commonwealth Bank is 
another source of finance useful for the 
acquisition of assets such as machinery, 
etc. Commonwealth Bank advances in 
this category, I understand, are available 
to an amount representing 75% of the 
bank valuation of the material being 
acquired. 


Trade creditors are another source of 
finance available to the growing company 
which pays first the creditors who give 
it a discount, leaving the payment of 
other creditors till later. At the same 
time the pressure is put on everyone who 
owes money to the company to settle 
their accounts without delay. However, 
there is a limit to the extent of this type 
of financing that is possible. 


Industrial Finance Corporations 


In Australian we have the industrial 
finance group with which I am associated, 


and there is another group in Melbourne 
associated with a stock broking firm. 
Another group in Sydney has overseas 
affiliations. Generally speaking, however, 
the industrial type of finance business is 
only just starting in Australia. I can say 
that my experience in England coupled 
with the short association I have had with 
industrial finance here convinces me that 
there is a big future for it here. It has a 
useful function to perform in the develop- 
ment of the Australian economy, and if 
conducted wisely can be of considerable 
benefit to Australia’s economic develop- 
ment. 


Requisites for a Borrower 


The borrower, the industrial finance 
company prefers is someone already 
established, preferably not a partnership 
but an enterprise incorporated as a 
proprietary. As the lending body we like 
to see audited accounts, if possible for a 
period of five years previously, so that 
we can establish a pattern and so judge 
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the gross trends, and see what the record 
of trading has been. As in any other 
finance organisation we must look firstly 
to the management, both actual and 
potential. We like to see the age grouping 
of executives in such a form that 
management succession is ensured—that 
replacements have been thought about in 
advance. Labour relations are important, 
too, because interruptions can bring an 
expensive halt to all types of operations 
and menace the steady development. 
Finally, of course, one looks at the end 
meat in the egg, the growth and profit 
prospects. In considering which type of 
finance to suggest or provide, we look at 
debentures, unsecured notes, preference 
shares, participating or otherwise, and 
finally the ordinary equity capital. Some 
of the preference shares may be conver- 
tible. Flexibility is needed to provide 
what is best suited to individual needs 
and having regard to the existing capital 
structure. 


Misconceptions Regarding Equity 

Participation 

I would like to digress on the subject 
of equity capital. It is clear from the 
title I have chosen for this address, that 
an industrial finance company is really 
concerned with “teenage” business. The 
tendency for this type of business is to 
say “Oh no, we don’t want outsiders 
taking equity capital We don’t mind 
borrowing but we don’t want people 
coming in and interfering with the 
business”. Well, to me that is not a 
sensible or logical attitude because the 
ambition of nearly every “teenage” 
business is to become adult. In other 
words, to float and become a public 
company. Now when an enterprise be- 
comes a public company it takes to its 
bosom the money of anyone off the 
street, as it were, who cares to invest. 
Anybody can obtain an interest in your 
business because the shares are on the 
market so you're taking partners—at 
least as shareholders—at that stage about 
whom you know nothing. Whereas if 
your company was offering equity to a 
responsible public corporation it obtains 
a partner of some stature with a re- 
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putation to maintain and a sense of 
responsibility. The difference between 
equity capital and other forms of finance 
is that equity is more permanent capital. 


In a case study written by Dr. H. F. 
Craig there is a company seeking capital, 
and the different methods by which this 
capital can be obtained are listed. In 
this is revealed the problem that the 
development company meets all the time 
and has to decide for itself. 


Information from the Borrower 


The information that the industrial 
finance corporation likes to receive from 
the prospective borrower includes the 
following: A general description of the 
business, a brief history, list of products 
manufactured or serviced, location of 
factories, description of buildings and 
plants, distribution policy, principal 
customers and competitors. In other 
words, it wants enough information to 
assess the business in its environment, 
to see where it stands, where it appears 
to be going and to understand more 
about it. If the borrowing company’s 
situation looks satisfactory, if its pos- 


sibilities are apparent and the manage- 
ment is sound, the industrial finance cor- 
poration then starts its investigation. 
Auditors and accountants would be re- 
quested to verify and round out the 
information provided by the company 


on a somewhat similar but less 
comprehensive basis to that of in- 
vestigating accountants prior to a 
public issue. The lender will have formed 
a general impression of the business 
according to accepted standards. 


Angles of View 


In other words, it would be a business- 
man’s approach and consideration, rather 
than one particular method of assess- 
ment. The Memorandum and Articles 
of Association and other cardinal legal 
features would be examined. One would 
probably look at the service agreements 
arranged with individuals such as inven- 
tors or designers or any royalty agree- 
ments to which the company was com- 
mitted. Finally, a survey is made from 
the engineering or technological angle, 
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this appraisal being entrusted to someone 
qualified to judge on this particular issue 
and industry. It is not always easy to 
find someone who is acceptable to the 
firm in question and to the lending 
company and at the same time sufficiently 
interested and knowledgeable to provide 
a sound reliable report. My own ex- 
perience in London with the I.C.F.C. 
revealed that in its technical department 
were four or five people with different 
technical backgrounds, one man a real 
estate expert, another a widely ex- 
perienced engineer and three engineering 
authorities each a specialist in a different 
field. The Technical Department of the 
I.C.F.C. wouldn’t necessarily be as 
experienced in textile factories as a 
textile manufacturer, but it had had so 
much experience of business failure and 
success and good and bad engineering 
practices, that it could come up with an 
accurate assessment of the efficiency and 
potentiality of the particular business 
being considered. 


Preliminary Agreement 


The type of finance whether shares, 
notes, etc., would be discussed. This is 
really a question of hard core finance in 
most businesses. The struggling business 
goes to a development company as it has 
usually exhausted other sources of 
finance such as banks, insurance com- 
panies and hire purchase companies. It 
may want money for working capital 
and for capital expansion. If it is plan- 
ning on capital expansion it doesn’t want 
money that is going to be withdrawn in 
two years’ time. There must be dis- 
cussion of interest rates and dividend 
policy, the emphasis of the development 
company being on a somewhat restrained 
dividend policy because if the lender’s 
equity money is allowed to grow it means 
that the proprietor’s equity money is 
allowed to grow in the business as well, 
and the lender will never agree to own a 
majority interest in any business. The 
last thing he wants is to own, control or 
manage it. 


The question also arises of the pro- 
vision of a nominee director, quite usual 
in this type of loan. Discussion of sub- 
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sequent finance in broad principle would 
also take place. In other words if the 
company says it wants £50,000, it should 
know quite well for what it wants the 
money. However, it is not satisfactory 
for the finance corporation to lend 
£50,000 if the borrowing concern doesn’t 
know what it may need next year or the 
year after, or the year after that. The 
position must be discussed with the 
people who determine the company’s 
financial policies, and if their proposition 
is “half-baked” it is a recommendation 
to look elsewhere. It is advisable to 
learn about the insurance taken out on 
the life of key executives and the 
adequacy of service agreements, as well 
as annual budgets expenditure, directors’ 
remuneration and financial borrowing 
not prejudicing the money to be loaned. 
In other words, if the finance corporation 
is putting in money for developmental 
capital it has a certain place in the queue. 
The development company will, like the 
banker or the insurance company, insist 
on its position being not prejudiced by 
other people being introduced in the 
queue ahead of it, nor will it look kindly 
on excessive borrowing which may be 
introduced into the queue behind it. 
The lending body doesn’t want too many 
people in the queue anyway. Expansion 
and growth are of little use unless they 
are profitable, and the ability of the 
business to earn profits at its usual or a 
higher rate on the capital introduced 
must be ensured. 


Advantages of the Industrial Loan 


The industrial loan is dearer than 
secured money, but it is cheaper than 
the next source of finance, the private 
loan. It may be the only bridge between 
the point where other lending sources 
fail and the point where the inevitable 
need makes a decision necessary whether 
to go on or to go under. The way we 
like to think of it however, is that it is 
an opportunity to telescope time, to get 
somewhere in years which would have 
taken several times x years, were it not 
for the injection of finance. It may be 
that the business could have struggled 
on with the directors taking a pittance 
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for a salary and living close to the bone. 
They’d get there eventually but it could 
take 20 years, whereas given help at the 
right stage and encouragement they might 
do the same thing in five. 


Another point worth some comment 
stems from the value to be gained by 
executives of industrial finance bodies 
from friendly association with other 
businessmen on a social basis. In the 
friendly atmosphere of a congenial club 
for instance, one can make valuable 
contacts and get advice and helpful 
suggestions without breaching the prac- 
tice of a lending company not to discuss 
affairs of one client with another. A 
point to be emphasised is that the in- 
dustrial finance people do not desire nor 
do they seek to control the affairs of the 
borrowing company. The finance com- 
pany has enough problems of its own. 
It is nearly always short of the right 
type of experienced personnel who can 
contact clients, talk to them sensibly, 
and generally make themselves con- 
versant with their affairs and problems. 
If a company into which a finance com- 
pany has put money runs into trouble 
caused by its manager dying and leaving 
no suitable replacement or by labour 
trouble or by any other circumstances 
the finance company does not desire to 
be involved. It hasn’t got a team of 
managers and it can’t take its own men 
off their regular duties to act as a sort 
of rescuing fire brigade. The last thing 
it wants is to be managing the business 
from the outside. 


Further Financing 


My experience on my side of the desk 
leads me to think that the man on the 
other side too often leaves his effort too 
late. The time to start making financial 
provisions is when you have plenty of 
time to wait for the necessary finance to 
be obtained. The quintessence of growth 
is that it is usually planned growth. 
Industrial financiers are well equipped to 
help in the financial aspects of the major 
overall development plan. 
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The Function of the Stock Exchange 


By A. McB. FAIRFOUL, F.A.s.A., 
Partner, Tolhurst, Henley, Munckton & Co., 
Members of The Stock Exchange of Melbourne. 


pe Stock Exchange and share market 
is a further link in the chain of capi- 
tal supply. The public market comple- 
ments other media of raising funds for 
Australia’s growing industrial and com- 
mercial needs. 

In financial affairs, Australia is rapidly 
growing-up. An expression of this may 
be seen in the type of investment com- 
pany which, in effect, helps private com- 
panies at that awkward stage when they 
have outgrown banking and institutional 
help, but are still too small or unaccept- 
able for public flotation. Another sign of 
growth is the recently created short term 
money market sponsored by the Central 
Bank. 

We have also seen the advent here of 
the London type of issuing house and 


finance company. In the United Kingdom 
these find money direct, but in Australia 
that function is adequately performed by 
member firms of the Associated Stock 


Exchanges. Oddly enough, the Aus- 
tralian system of broking firms engaging 
directly in underwriting activities is 
unique in the financial world. 

In Australia, then, the Stock Exchange 
has two broad categories. In the first 
instance and basically it is a market for 
the buying and selling of securities of a 
wide range of descriptions. These securi- 
ties have grown immensely not only in 
size but in type in the last few years. It 
is possibly worth remembering that at 
the turn of the century the Stock Ex- 
change of Melbourne was basically a 
market place for gold mining shares, in 
keeping with the mining atmosphere of 
the Ballarat and Bendigo Exchanges, 
which are still in existence. In those 
days trading in industrial shares was of 
minor importance. It is altogether differ- 
ent today when industrial listings far 
outweigh mining ventures. 
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Because the first function of the Stock 
Exchange is that of a market place where 
you can buy and sell, its spectacular 
day-by-day activity is of most immediate 
interest to the general public. It would 
be a brave man who would estimate 
with any certainty how many shareholders 
there are in Australia today, but it has 
been suggested that there are in the 
vicinity of one million and a half indi- 
viduals interested in shares in one way or 
another. This is difficult to assess be- 
cause of multiple shareholdings, but it 
is true that more and more people are 
taking an interest in Stock Exchange 
activities. 

The days have gone when the buying 
and selling of shares was the prerogative 
of the wealthy man. Today with the 
availability of employees’ shares, five 
shilling units and the continuing con- 
version of private companies into public 
ones, the interest has grown amazingly. 
Oddly enough when a person buys a 
share in one company, we find from 
experience that he is not only interested 
in the shares of that particular company, 
but he also has a look at other company 
shares with a view of acquiring an 
interest. 


In our growing economy, how does 
the share market help to raise capital? 


The brokers and underwriters come 
in where the other sources of capital 
leave off. Although the banker and the 
insurance company remain the perman- 
ent partners in nearly every public com- 
pany, they have to an extent lost their 
early significance. This bears out Mr. 
Smith’s statement, as a banker, that the 
emphasis of banks is gradually diminish- 
ing as other forms take over. 


One of the first things we find then is 
that when companies get past the teeth- 
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ing stage, they often run short of cash. 
They can’t get cash from their old 
sources, so they look for public money. 


Here it is worth noting that the nor- 
mal flotation of a private company into a 
public one can be broken down into two 
broad categories. 


One is the company that does not 
want to raise additional money for any 
specific purpose but for one reason or 
another wants to get its shares listed. In 
this instance the powerful reasons for 
flotation are often the undistributed profit 
tax On private companies and the desir- 
ability of arranging affairs to take care 
of probate and death duties, which, in 
the case of a proprietary whose shares 
are held largely by the founder and his 
family, could be serious impediments to 
the company’s or family’s finances. 


Getting negotiability for the shares 
means that in the event of money being 
needed for probate, it can be found by 
the ready sale of shares on the market. 
Further, the market price gives an 
accurate picture of the value of the 
business. 


An instance of this kind that comes 
to mind was a good float which came 
on the market a few months ago and has 
been a welcome addition to the ranks of 
public companies. The company did not 
call for any new money but it obtained 
complete negotiability of its scrip, and 
on listing won that extra stature which 
public companies enjoy. But again it is 
not this type of private company in which 
we are primarily interested. It is the 
type that converts, or floats as it is 
usually called, because it wants money. 


Very largely the same sort of condi- 
tions apply when an underwriting broker 
looks at the flotation possibilities of a 
company as when an investment com- 
pany is considering the same question, 
and that is, one which is prepared to 
take a capital interest to get a company 
to the flotation stage. 


We are both interested in the same 
things. We endeavour to. establish 
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whether the company is a continuing 
entity, that we know all we possibly can 
about its past and present, its business, 
its competitors, and its prospects. Equally 
important, is its personnel. 


We’ve found from our experience that 
many a “teenage” company has been 
successfully conducted by the founder 
who developed it from nothing to a 
large business. He has, in fact, dominated 
the complete organisation. Take him 
away and it is often found that there 
is nothing left personnel-wise. That 
is always a grave disability in our eyes, 
as often the “one man band” cannot 
adjust himself to altered and _ larger 
conditions, fails to delegate authority and 
leaves a void when he goes. 


All the points then that have been 
put by other speakers apply in our case 
equally. The preparation of the case, 
and its presentation, rate just as import- 
antly with a broker as they do with a 
banker, insurance man and the invest- 
ment house. 


There are a number of minimum re- 
quirements. An enterprise just cannot 
become a listed company on the Stock 
Exchange in Melbourne unless it has 
achieved a certain size and abides by a 
particularly tight set of rules and regu- 
lations. These are, in fact, quite a lot 
tighter than the existing statutory require- 
ments of the Companies Act. Account- 
ants generally are aware that their pro- 
fession has played a large part in the re- 
drafting of the new Victorian Companies 
Act. Its partners in the work of re-draft- 
ing and improving that Act were the 
Law Institute and the Stock Exchange. 
This is as it should be because the Stock 
Exchange probably sees more of the 
actual public results of things affecting 
the conduct of companies than any other 
body. 


One additional requirement not yet 
in the statute for listing on the Stock 
Exchange these days is that a company 
must submit an interim report. Some of 
the older companies have been slow in 
this regard. They were not required to 
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do so when listed and some fail to see 
why they should do it now. It will be 
found that in the main the old public 
companies are the ones not giving a great 
deal of information and are miles behind 
the times when it comes to disclosure. 
It is only in the last two or three years 
that Colonial Sugar Refining Co. Ltd., 
one of the mammoth Australian com- 
panies, has given worthwhile figures that 
can be analysed. Up to then the infor- 
mation from this company was very 
scanty. B.H.P. is gradually improving 
as far as disclosure is concerned but they 
still have a long way to go. Till recently 
Carlton & United Breweries Ltd. was 
reticent about its affairs, but now it 
gives a good presentation of its accounts. 


Company information is improving 
all the time under the impetus primarily 
of the accounting profession and the 
Stock Exchange. 


A recent innovation, and a significant 
one, is that the Stock Exchange now 
requires a complete notification and pub- 
lic disclosure of take-over bids. This has 
stopped a lot of the rumour-mongering 
that went on a few years ago. Another 
thing the Stock Exchange wants to know 
is how a company anticipates that its 
sales will progress during the next six 
months as compared with sales for the 
past six months. Still another improve- 
ment is the prospectus requirement that 
the profit figures given cover the period 
up to six months prior to the filing of 
the prospectus. 


These good points indicate that we, as 
accountants, are growing up in our 
reports to management. I would like to 
see the day come when we follow the 
American pattern of quarterly reports 
rather than interim or half-yearly. 


It may be interesting at this stage to 
mention that we are growing so rapidly 
that the total listings at par value on the 
Melbourne Stock Exchange is now 
£4,.231,000,000. Remember, that is 
at face value not at market value, so that 
the actual worth of listed securities is in 
fact obviously very much greater than 
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that. For instance it rates B.H.P. at a 
£1 and Coles at 5/-, and we would all 
like to buy those stocks at those prices. 
Of the total, Commonwealth loans 
are just under £3,000,000,000, 
semi-governmental loans about 
£200,000,000, foreign loans, again 
showing our increasing adulthood, about 
£4,000,000 and equity, or industrial 
shares and so on, £1,055,000,000. The 
latter figure is made up in an interesting 
fashion. Ordinary shares amount to 
£769,000,000, or three-quarters of it, 
£83,000,000 is in preference shares, 
£59,000,000 in debentures, £54,000,000 
in notes and £80,000,000 in mining. The 
increase in mining is very small these 
days. 


New listings at face value last year on 
the Melbourne Stock Exchange were 
£107,000,000. That, I think you will 
agree, is a big contribution from the 
Stock Exchange to the new capital that 
is constantly being needed in this expand- 
ing country. That £107 million was in 
the private sector and does not include 
government or semi-government rais- 
ings. Of the total, £3,000,000 was for 
mining ventures, the balance going to 
industry and commerce. Approximately 
half was for cash. This was broken up 
into ordinary shares, £27,500,000; pre- 
ference shares, £3,000,000; notes, 
£25,500,000. 


The raisings of ordinary and prefer- 
ence capital were about the same as 
1957, but the money sought from note 
issues jumped 350% from £7 million, 
indicating the growing popularity of this 
form of financing. Notes are now of 
various kinds ranging from straight 
maturities to participating and compul- 
sory convertible into ordinaries at a fixed 
future date. In a sense the latter are 
deferred ordinary shares. 


As far as turnovers are concerned, the 
turnover in equity stocks last year was 
about £51,500,000. Shares change hands 
readily and constantly. But the turnover 
in fixed interest securities, notes, deben- 
tures, etc., was less than 1%. In other 
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words, these are bought for different 
reasons completely. Most people do not 
think of selling fixed interest securities 
unless forced to do so for some particular 
reason. They do not buy to trade, al- 
though I have seen cases recently in good 
8% note issues where they have bounced 
very quickly to a modest premium. Some 
of them have recently opened up at 
£102 or thereabouts, coaxing some inves- 
tors with the opportunity of buying at 
par to pick up £2 on the £100 invested. 


So much for the figures of which we 
have knowledge, but probably the 
amounts for which we have no known 
Statistics are equally as interesting. As a 
guess, about £20 million has also come 
out of the pockets of the public by way 
of deposits. 


Reverting to the listing of companies 
on the Stock Exchange it is found that the 
minimum company size today is one with 
a paid-up capital of £100,000. I can 
remember back in 1950, companies being 
listed with a paid capital of £30,000, but 
I do not think they would be looked at 
now, although I realise that in terms of 
value that £30,000 is not far different 
from £100,000 today. 


This £100,000 must be spread. Pro- 
prietary companies usually have few 
shareholders, often only the proprietor 
and his family, and the Stock Exchange 
generally requires that 35% of the capi- 
tal must go to outside shareholders. For 
tax purposes a 25% spread is normally 
sufficient for taxing at public company 
rates. The difference of 10% allows for 
some buying back of shares by the major 
shareholders. 


One of the trends which we have seen 
grow quickly and which has affected the 
marketability of shares is the 5/- unit— 
a post-war development. Most people do 
not think in terms of monetary value, 
they think only of 100 shares whether it 
be 100 B.H.P..’s or 100 shares in X.Y.Z. 
They are very popular particularly with 
company employees. 
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Where the sharebrokers and under- 
writers possibly differ from the banker 
and institutional investor is that the 
former try to do two things: (1) to main- 
tain a reasonable equity for the out- 
going proprietor and (2) to see that 
the proposition is attractive to both the 
client and the public, otherwise it will 
surely fail. 


One inevitable point is the difference 
of opinion of valuation of the business, 
The old proprietor almost invariably 
places on it a much higher value than the 
underwriting broker. The hardest lesson 
for vendors to learn is that they have to 
give away something to get something. 


Most conversions are in ordinary 
shares. The way to raise capital becomes 
much easier once a company gets its 
shares on the market and they reach a 
premium. If the company’s shares are at 
a fair premium there is barely a limit to 
the amount of capital the company’s own 
shareholders will provide for it. But once 
the company’s shares drop under par, it 
is hard to raise a penny. 


That is one of the reasons why we 
like to see capital kept down to a reason- 
able minimum. We prefer to see a high 
earning rate on low capital and a good 
gap between earnings and dividends 
because in bad times profits can fall 
sharply without affecting the distribution. 
The company’s shares will still hold a 
premium. But if the company capitalises 
up to the peak on conversion and the 
earning rate drops, dividends will tumble 
and the share price likewise. 


One big initial question is, what yield 
is looked for on flotation? Obviously the 
yield basis must be greater on initial sub- 
scription than when the shares are bedded 
down on the market and results are 
proved. The yield of course differs from 
industry to industry. Car distributors, for 
example, usually start off on a 124% 
dividend basis, while the recent issue by 
one of Melbourne’s older established 
firms was floated on a 7% return. That 
can be taken as a minimum acceptable 
return today, unless there are extfa- 
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ordinary circumstances or the stock has 
some particular attraction. 


Generally the higher the premium to 
which the shares rise the more chance 
the company has of (a) raising money 
and (b) acquiring other business without 
money. This is seen in many of the 
spectacular take-over bids which have 
been a feature of Australian business. 
This of course, is another sign of Aus- 
tralia’s increasing adulthood in financial 
matters. 


Where shares are at a premium of, say, 
£1 for 5/- shares and these shares are 
used to take over another business valued 
at £1,000,000, the effect is that the take- 
over company acquires assets of 


£1,000,000 while having to pay dividends 
on only a quarter of the money (the face 
value of the shares). That is a popular 
device these days, where virtually no 
money changes hands whatsoever. 


Debentures have come back into 
favour recently with the growth of hire 


purchase companies. The post-war rise 
and acceptance of hire purchase com- 
panies have been responsible for the re- 
introduction of debenture issues as a 
means of raising capital, and they are 
also largely responsible for the growth 
of the short term money market. This 
short term money market is relatively 
small, but during a recent issue we were 
amazed at the number of quite large sub- 
scriptions which came forward on an “at 
call” and up to nine months basis. Interest 
rates on short term issues are governed 
by the same factors as a yield on shares, 
but are, as is generally known, basically 
pinned to the bond rate. 


I think that it is fair to say that if the 
proposition is a good one, there is no 
dearth of funds. I am constantly stag- 
gered at the amount of money available. 

Finally, I would like to warn about 
putting any reliance on rumours—a curse 
to the stock market. There are more 
rumours unfounded and untrue than are 
ever converted into realities. 





Applications are invited for appoint- 
ment as a further Examiner in the sub- 
ject of Auditing and Business Investiga- 
tions of the syllabus of the Society, 
commencing with the October, 1959 
examinations. 

The duties of the Examiner will in- 
clude the setting of one question paper 
for each half-yearly examination, and the 
marking of answers submitted by can- 
didates in all States. 

The remuneration will be in accord- 





AUSTRALIAN SOCIETY OF ACCOUNTANTS 


VACANCY FOR EXAMINER 


ance with a scale of fees determined by 
the General Council. 


scale of fees will be supplied by any 


State Registrar, upon receipt of a re- 
quest in writing. 


trar of the Society, 37 Queen Street, 


May, 1959. 


Further particulars of duties and the 


Applications, containing full particu- 
lars of qualifications and experience, 
must be lodged with the General Regis- 
later than 31 


Melbourne, C.1., not 
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BOOK REVIEWS 


The Australian Shareholder’s Guide. By R. 
Keith Yorston—The Law Book Co. of 
Australasia Pty. Ltd., 1958. Price 18/-. 


Many a person buys shares in a company 
because he wants to use his spare money to 
earn income. Not every such person, however, 
knows what his status is when he becomes 
registered as a shareholder. Many other 
persons have spare money they would like to 
invest to earn income, bu: know little about 
the way to obtain company shares or what 
being a shareholder means, 


This timely handbook sets out to explain in 
simple terms how companies conduct their 
businesses; how important companies have 
become as profit earning enterprises; how 
companies inform shareholders what they are 
doing; what benefits and risks are taken by 
becoming a shareholder; how to un ‘erstand 
reports received from companies; how to act 
on notices of meetings; what to watch for 
with different classes of shares; how brokers 
purchase shares for clients; how dividends and 
new share issues are protected; how debentures 
differ from shares; what are unsecured notes; 
relations between directors and shareholders 
and how to make simple calculations from 
comnany accounts to decide whether a 
company share is worth holding. 


Terms frequently used in share dealing or 
in the financial press are defined in an in- 
troductory chapter and at the end of later 
sections of the text. 


The early chapters explain company organ- 
isation emphasising the importance of limited 
liability. Particular mention is made of partly 
paid or “contributing” shares and the liability 
for calls which can apply, irrespective of 
transfer, during the twelve months im- 
mediately preceding a winding up. A note is 
also given on no liability companies but the 
paragraph should add that though there is 
no liability to pay a call, the shares are 
automatically forfeited if the call is not paid. 


Chapter 5 gives an excellent summary of 
the procedure in a purchase or sale of company 
shares through a share broker and should 
dispel any fears that share buying is beyond 
the scope of a small investor. It rightly em- 
phasises that the important date in a share 
transaction is the date of contract. All rights 
attaching to the share at that date are trans- 
ferred by the sale or purchase irrespective of 
any delay in completion of documents. Pages 
44 to 46 explain fully the Stock Exchange 
methods for protection of dividends and 
rights to new share issues. 


Two chapters are devoted to guidance on 
the rights of shareholders to receive in- 
formation from the company. The main 
features of annual reports are indicated in 
broad detail and examples of such features 
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from actual company documents provide in- 
teresting illustrations for the book. A later 
chapter gives a brief introduction to methods 
of analysing annual accounts to determine 
broad trends of a company’s progress. 


Often shareholders receive communications 
from a company in between the annual reports, 
These may refer to reconstruction proposals 
requiring written consents from shareholders 
or to offers of new issues of shares which 
require acceptance within a limited time. Too 
much emphasis cannot be given to the im- 
portance of reading all company communi- 
cations promptly, and, if not understood, of 
promptly referring them to a broker, banker, 
accountant or solicitor. Benefits can be lost if 
action is delayed. 


Other sections deal with dividends, formulae 
for calculating yield at market price, and 
methods of estimating market values for 
“rights”. A summary of procedures at com- 
pany meetings sets out simply how share- 
holders can participate in their company’s 
decisions by attending and voting at such 
meetings. It is also stressed that questions 
may be asked at such meetings for information 
it might be impracticable to give in printed 
reports. 


A book designed primarily for the un- 
initiated is in danger of becoming too 
elementary to be practical. Mr. Yorston’s 
knowledge of company affairs has enabled this 
book to avoid such a pitfall. Although involved 
technical detail is deliberately avoided th: 
coverage of shares and share dealings is 
sufficiently extensive to make the book a sound 
“frame of reference for any person who has 
recently decided to invest in company shares, 
or who is contemplating it. It is also well 
worth perusal by the more experienced in- 


vestor. 
R. A. McINNES. 


+ + + 


Essentials of Accounting, by W. A. Paton, 
Ph.D., C.P.A., Litt.D., a.d R. L. Dixon, 
M.B.A., Ph.D., C.P.A., (the Macmillan 
aml New York, 1958), pp. xix + 


Essentials of Accounting by Protessor W. A. 
Paton, has been a standard text in the United 
States of America since 1938, and this new 
printing, prepared jointly by Professors W. A. 
Paton and R. L. Dixon of the University of 
Michigan, is based on the earlier editions. 
The authors explain that the text is designed 
to meet the requirements not only of the two 
semester (or full year) introductory course 
in accounting principles in certain American 
universities, but also of the one semester (or 
half year) course designed for those students 
net meiering in accounting. The material is 
arranged so that the first eighteen chapters, 
which form the basis of the first semester's 
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work, provide a wide survey of the accounting 
field, whilst the last eighteen chapters (the 
second semester’s work) cover more advanced 
subjects in greater detail. There is merit in 
this arrangement, as it gives the one semester 
students a broad picture of the subject matter 
of accounting, whilst laying a solid founda- 
tion for the work of the second semester. On 
the other hand, there is some repetition in 
the last eighteen chapters. 


The text gives a thorough grounding in 
accounting fundamentals, accounting analysis 
and procedures, and emphasises the managerial 
viewpoint throughout. Australian readers will 
find the usual differences in terminology (e.g. 
“subscription instalments” in hire purchase 
accounting, “corporate bonds”, etc.), but the 
book is well presented and most readable. 


The first six chapters cover, in order, assets 
and equities, position statement accounts, posi- 
tion statement analysis of transactions, and 
income statement accounts. This is an inter- 
esting approach. The following twelve chap- 
ters outline the usual accounting cycle (sum- 
marised on pp. 149 and 272), viz., journalising, 
posting to the ledger, preparing the trial bal- 
ance, making the adjusting and closing entries, 
preparing a work sheet and trial balance, bal- 
ancing the ledger accounts and preparing the 
financial statements. There is also a _ brief 
reference to cash budgeting, and the limitations 
of conventional accounting statements are 
stressed. It is pointed out that accounting is 
not an “exact science”, that valuations depend 
on accounting procedures and assumptions, 
that the values of inventories and plant rarely 
correspond with market values, that certain 
economic values such as goodwill and loyalty 
and efficiency of staff are frequently or inevit- 
ably omitted, and that other items, such as 
depreciation and current provisions are matters 
of estimate rather than of precise measurement. 
The first part ends with the caution that the 
comments on statement interpretation are 
introductory and that they will be developed 
in later chapters. 


Chapters 19 to 23 and 32 and 35 cover 
specialised journals, plant assets and deprecia- 
tion, non-current assets, revenues and expenses, 
notes and bills discounted, and statement 
analysis. Chapter 24 gives a survey of cost 
accounting (the importance of which is 
stressed), and the remaining chapters deal 
with manufacturing statements, branch ac- 
counts, consignments, partnerships, corporate 
capital accounts, dividends, corporate bonds, 
consolidated statements, and the effect 
of changing price levels on accounting methods. 
Much emphasis is placed on the use of work 
sheets (vide the ten-column work sheet for 
financial statement preparation—the manufac- 
turing statement work sheet—the branch work 
sheets—anu the consolidated statement work 
sheets. The rather important distinction be- 
tween reserves and “allowances” (provisions) 
6 briefly covered, and Teally deserves more 
detailed treatment. It is interesting to find 
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the authors favouring the complete elimination 
of unrealised profits in stock in consolidated 
statement preparation, especially as there is a 
division of opinion in Australia on this point. 
The book closes with an examination of the 
effects of changing price levels on accounting 
procedures and reflects current thinking on 
this subject in the United States. Illustrations 
are given on the uses of indexes and multi- 
pliers to adjust conventional financial state- 
ments under inflationary conditions, but the 
view is expressed that these adjustments should 
be made by means of supplementary state- 
ments rather than in the financial records 
themselves. 

The book should be found useful by busi- 
nessmen, practising accountants and account- 
ing students. It is recommended as a valuable 
work of reference for Australian universities, 
technical colleges, and accountancy and sec- 
retarial institutes and societies, but should not 
replace the many suitable accounting texts 
which have now been written expressly to meet 
Australian conditions. 

W. L. BURKE 


+ * 


New Books 


Volumes recently added to the Australian 
Society of Accountants’ Central Library, Mel- 
bourne: 


The age of the moguls. Stewart H. Holbrook. 
London: Gollancz, 1954. 373 pp. 

Australia. R. M. Crawford. London: Hut- 
chinson, 1958. 203 pp. 

Australian democracy; an introduction to the 
political system. A. F. Davies. Melbourne: 
Longmans, 1958. 161 pp. 

Australian government today, 6th ed. Geoffrey 
Sawer. Melbourne: Melbourne University 
Press, 1958. 49 pp. 

The boss; the life and times of the British 
businessman. Roy Lewis and Rosemary 
Stewart. London: Phoenix House, 1958. 
255 pp. 


Evaluating indicators. 


and using business _ 
American Management Association. New 


York: 1958. 159 pp. 

A first approach to economics. E. Victor 
Morgan. London: Pitman, 1957. 456 pp. 
The house will divide. Don Whitington. Mel- 
bourne: Georgian House, 1954. 193 pp. 
Inside parliament. Warren Denning. Sydney: 
Australasian Publishing Co., 1946. 288 pp. 
The principles of modern company law, 2nd 
ed. L. C. B. Gower. London: Stevens, 

1957. 631 pp. 

Questions and answers for accountancy stu- 
dents—Auditing. R. C. Dalton and Ross 
Battye. Melbourne: Pitman, 1958. 111 pp. 

Questions and answers for accountancy Sstu- 
dents—Commercial law. H. G. McCredie 
and K. D. Hilton. Melbourne: Pitman, 
1958. 78 pp. 
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REGISTER OF MEMBERS 


Listing the names of members of the Aus- 
tralian Society of Accountants and of The 
Australasian Institute of Cost Accountants who 
have been advanced recently in status with 
the names of new members and those whose 
names for various reasons have been removed 
from the registers. 


Australian Society of Accountants 


VICTORIA 


Provisional Associates: Hallam, J. L.; Hood, 
R.; Mair, D. G.; McNiece, A. J.; Seymour, 
R. M.; Thomas, D. A.; Tregear, R. G.; 
Watson, J. H. G. 


Associates: Birch, G. V.; Bodinnar, H. J.; 
Brennan, G. B.; Brouwer, H. T.; Buckley, 
N. W.; Carr, B. G.; Cash, L. B.; Copsey, 
G. P.; Courtney, K. F.; Darcy, F. D.; Davis, 
R. B.; Dore, G. F.; Dunkley, J. F.; Edwards, 
R. A.; Erlandsen, J. E.; Fleming, P. J.; Flynn, 
F. M.: Friend, R. W.; Glasscock, E. W.; 
Goodings, M. P.; Holdaway, R. A.; Hubbard, 
BR. Me. Hulls, & Az Janetski, D. F.; 
Jones, S. A.; Learmont, J.; Long, M. I: 
Mann, B. R.; Menzies, J. R.; Murray, W.; 
McCorkell, J. F.; McKee, G. A.; O’Connor, 
J. M.; Phelan, R. J.; Russell, R. M.; Semmel, 
R. A. O’H.; Shaw, D. A.; Sinac, C. J.; Szendei, 
J.; Trembath, H. A.; Trott, H. G.; Trotter, 
H. R.; Unkenstein, I. G.; Vine, J. M.; Wake- 
field, W. A.; Wakeling, A. H.; Ward, R. J.; 
Waters, R. J.; Wong, L. K. C. 


Advanced to Associate: Banks, D. J.; Cam- 
eron, D. L.; Hillyer, K. J.; Hunter, B. B.; 
Kutt, S.; Plaisted, I. E.; Prowse, C. R.; Tan, 
=> oe 
Mitchell, 


Advanced to Fellow: N. St.J.; 


Winston, W. 
NEW SOUTH WALES 


Provisional Associates: Berger, P. G.; Curr- 
yer, A. J.; Fitzpatrick, J. P.; Gordon, L. L. 
G.; Grindley, R.; Hall, M. F.; Hayes, N. C.; 
Henningham, J. G.; Hillman, P. C.; Howarth, 
D. A.; Karlovic, L.; Lane, L. W.; eo 
D.; Micallef, R. A.; McDonald, B. D.; 
Elvogue, -. oo Partington, C. F.; Pettit, 'B. I: 
Piper, J. H.; Powditch, M. R.; Rice, B. M:: 
Richards, i R.; Stringer, L. B.; Stronach, 
N. A.; Suttie, J. B: Vanderlught, M. 

Associates: Browne, K.; Butler, C. S.; Cotis, 
G. J.; Fehlberg, E. C.; Fitzsimons, S. McH.; 
Fryer, M. G.; Gordon, J. I. (Miss); Groth, 
W. A; Heher, E. W.; Houseman, K. P. 
Howe, M. W. H.; Lever, D. H.; May, K. B:: 
Merrotsy, P. M.; Miltons, N.; Neale, ce. a 
Orrock, D. C.; Rot, P.; Smith, J. B.; Urquhart, 
D. B.; Van Est, W. J. G. 

Advanced to Associate: Aubourg, H. E.; 
Bickle, I. L.; Campbell, J.; Levesque, A. J. 

Advanced to Fellow: Doust, R.; Reid, N. S. 
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QUEENSLAND 


Provisional Associates: Gunders, M. G,; 
Meredith, G. G.; Willmott, S. J. 

Associates: Beeston, J. D.; Burns, H. R. A.; 
Denniss, A. F.; Gibson, B. G. W.; Heilbronn, 
R. C.; Newman, D. C.; Williams, V. D. 

Advanced to Associate: Brawley, R. B. 


SOUTH AUSTRALIA 


Provisional Associates: Cook, C. P. (Mrs.); 
Daw, A. B. S.; Luke, D. A. T.; Yap, P. L. 

Associates: Berzzarins, G. E.; Donovan, 
K. E.; Drury, J. E. O.; Eustice, E. E. (Miss); 
Henry, D. K.; Hoban, R. W.; Holmes, L.; 
Jones, H. T.; Leydon, J. K.; Middleton, G. J.; 
Morrison, D. J.; Neill, R. A.; Rattley, S. M.; 
Richards, F. . Spencer, D. W.; Svencis, F.; 
Wheadon, G. 

Advanced 3 " Associates: Bradbury, W. L.; 
Sallis, D. C. D.; Spalvins, J. G. 

Advanced to Fellow: Coward, R. M. 


WESTERN AUSTRALIA 


Provisional Associate: Raudzins, J. 

Associates: Allard, “= Mills, J. A, 
Smith, N. H.; Thomas, R. 

Advanced to Associate: 
Tauss, W. 

Removed from Register—Resigned: Duf- 
field, W. A. 


K.; 


+ . a. 


Australasian Institute of Cost 


Accountants 
VICTORIA 


Provisional Associates: Carter, J. F.; Chris- 
tensen, D. A.; Connolly, G. W. J.; Fong, A. N.; 
Tan, T. H. 

Associates: *Eddey, J. V.; Jones, J. B; 
Marks, N. H.; Nahmias, R.; Wiles, A. T. 

Admitted as Fellow: Andersen, C. W. 

Removed from Register—Resigned: Ayres, 
F. E.; Loughnan, B. G. 


NEW SOUTH WALES 


Provisional Associates: Bladwell, C. W.; 
Harris, A. R.; McEvoy, K. T.; Parmenter, 
O. T.; Phillis, G. L.; Savage, R. N. D.; Trinks, 
D. E.; Woodley, V. R 


Baker, N. S.; Bowden, H. D.; 
Carr, D. C.; Dawson, J. P.; Levesque, A. J.; 
Smoother, L. C. A.; Williams, C. 


Associates: 


QUEENSLAND 


Provisional Associates: Mar Fan, N. F. 
Advanced to Associate: Clark, D. F.; Fore- 
man, W. J.; Kirk, N. H.; Wruck, J. F. 


WESTERN AUSTRALIA 


Provisional Associates: McCormick, P. S. 

Associates: Bishop, S. D.; Hunt, L. 585 
Smith, L. M. 

el ‘aania Register—Resigned: East- 
wood, H. 


*Incorrectly shown as Prov. Assoc. and 
“Eddy” in March Register of Members. 
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NEWS AND NOTES 


VICTORIA 
February Luncheon 


Mr. Robin Bailey, (Mr. Higgins in the “My 
Fair Lady” cast at present playing in Mel- 
bourne) was the guest speaker at the Vic- 
torian Division’s monthly luncheon held at 
The Victoria Ltd. More than 250 members 
were present and Mr. Bailey kept them enter- 
tained by his humorous observations on English 
dialects and readings of a series of anecdotes. 


Family Circle 


The February meeting of this group was 

addressed by Mr. Rufus Hore, insurance 
broker, on the subject “Insurances—Special 
isks”. Mr. Hore ably discussed a wide 
variety of types of insurances and his com- 
ments proved of value to members present. 


Current Accounting Forum 


The Education Committee of the Victorian 
Division has recently investigated the need for 
lectures on current accounting subjects. It 
is considered that the term “Family Circle” 
does not properly reflect the nature of this 
discussion group, and it has been decided that 
the name will be changed to that of “Current 
Accovnting Forum”. The time and place of 
meetings will be unaltered and a comprehensive 
and advanced programme is being prepared 
for the remainder of the year. 


New Companies Act 


A lecture series on the new Victorian Com- 
panies Act will be held on Thursday, 30 April, 
Monday, 4 May, and Wednesday, 6 May in 
the Assembly Hall, Collins Street, Melbourne. 
The speakers will be Messrs. L. Grimwood, 
L.C. Voumard and V. L. Gole. Details of the 
lectures will be conveyed to members by 
circular in the near future. 


Annual Meeting 


The annual meeting of Victorian Division, 
with the State President (Mr. E. A. Peverill) 
as chairman, was held in the Royale Ballroom 
on 25 March. Almost 600 members attended, 
and the function was an outstanding success. 
The toast of “The Australian Society of Ac- 
countants” was proposed by Mr. V. L. Solomon 
(a past president of the Division) and Mr. 
L. H. Dillon (a member of General Council) 
responded. The toast of “Our Guests” was 
Proposed by Mr. R. S. Sharp (State vice-presi- 
dent), and Mr. G. E. Wyatt (vice-president of 
the Law Institute of Victoria) responded on 
behalf of the guests. 


Certificate Presentation Ceremeny 


On 13 March, 60 new members were pre- 
sented with their certificates of membership 
by the State President, Mr. E. A. Peverill, and 
the State vice-president, Mr. R. S. Sharp. A 
tumber of Divisional Councillors attended the 
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function and mingled with the 120 members 
and guests who were present. 


Annual Convention 


The Victorian Division’s annual Convention 
will be held on Friday 28 August to Sunday 
30 August at the Australian Administrative 
Staff College, Mt. Eliza. 

The Education Committee has appointed 
a sub-committee of three, comprising Dr. H. F. 
Craig (chairman) and Messrs. R. S. Sharp 
and F. T. Whiteway to organise the Con- 
vention which will have as its theme a prac- 
tical appraisal of advanced accounting thought. 

A well-balanced panel of speakers will pre- 
sent a programme of addresses designed to 
promote thought and discussion on the future 
role of accounting in the community. 

The Convention programme has been ar- 
ranged so that members may have an oppor- 
tunity at this stage to forward suggestions for 
subjects which they consider could be included 
in the programme and discussed with profit 
to those attending the Convention. Members 
with ideas to offer are invited to communicate 
with the State Registrar. 


Personal 


Mr. K. C. Keown, F.A.S.A., has merged his 
practice with that of Messrs. Fuller King & 
Co. He was admitted as a partner of that 
firm on 1 March, 1959. In addition to con- 
ducting his professional practice, Mr. Keown 
was for twelve years head of the School of 
Accountancy of the Royal Melbourne Tech- 
nical College, from which appointment he 
recently resigned. 

Messrs. R. J. Oehr and Church will occupy 
new premises at Peacock House, 486 Bourke 
Street, Melbourne as from 1 April. The tele- 
phone number (MU 4036) remains unchanged. 


BALLARAT BRANCH 


Election of Officers 


At the Council meeting of the Ballarat 
Branch held on 16 March Mr. N. Crouch, 
A.A\S.A., was elected chairman of the branch, 
and Mr. R. Mosman, A.A.S.A. deputy chair- 
man. 


NEW SOUTH WALES 
Personal 

Mr. E. A. V. Quince, A.A.S.A., has been 
appointed chief accountant of Abbott Labora- 
tories Pty. Ltd. 

Mr. N. F. Stevens, F.A.S.A., has been ap- 
pointed a director of York Motors (Holding) 
Ltd. 

Mr. W. Seymour, A.A.S.A., has taken up 
an appointment with the Department of 
Forests, Port Moresby. 

Mr. H. E. Scotford, F.A.S.A., has been 
appointed managing director of Truth and 
Sportsman Ltd. 

Mr. K. Peretz, A.A.S.A., is now conducting 
his practice at Daking House, (third floor), 
Rawson Place, Sydney. 
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Mr. A. C. Sharpe, F.A.S.A., is now con- 
ducting his practice at Rural Bank Chamber, 
19-21 Hunter Street, Sydney. 

Mr. Alan D. McGee, A.A.S.A., is now con- 
ducting his practice at 77 Miller Street, North 
Sydney. 


CANBERRA BRANCH 


The sixth annual meeting of the Canberra 
Branch of the Society was held at the Hotel 
Canberra on 26 February. About 75 members 
attended the meeting and the buffet dinner 
which followed. 

At the conclusion of formal business, Mr. 
W. P. Henson, a vice-president of the Society, 
spoke on the activities of the Society which 
now had 21,500 members, 14% of whom are 
engaged in government and public utilities. 
He said that Canberra and Melbourne have 
been selected as the venue of the triennial 
Asian-Pacific Accounting Convention (APAC) 
in March and April next year. The Conven- 
tion, the second to be held, will be attended 
by delegates from about twenty countries. 

In the absence of the Branch chairman 
(Mr. H. C. Newman, O.B.E.), the deputy- 
chairman (Mr. R. C. West), presented the 
annual report of the Branch activities. Can- 
berra membership now stands at 218 and it 
is expected that this number will be augmented 
during 1959 by accountants attached to the 
Commonwealth departments transferred from 
Melbourne. Mr. West mentioned that the first 
major function of the Branch during the cur- 
rent year would be the screening in April of a 
film prepared by the Ampol Company in the 
form of an annual report to shareholders. 

The Branch councillors elected at the meet- 
ing were Messrs. R. R. Gray, W. R. Lan- 
caster and T. M. Owen. Mr. W. J. Parker 
was re-elected auditor. 


ALBURY DISTRICT GROUP 


A convention is to be conducted by the 
Albury District Group of the Society, com- 
mencing on Friday evening 1 May and con- 


cluding on the following Sunday morning at 
the Globe Hotel, Dean Street, Albury. 

Trans-Australia Airlines has agreed to pro- 
vide special flights at the normal scheduled 
air fares between Sydney-Corowa and Mel- 
bourne-Corowa on the afternoon of Friday, 
1 May. Aircraft will also be available for 
return flights on Sunday, 3 May. Members 
intending to travel by air are asked to advise 
the State Registrar at an early date, as arrange- 
ments for special aircraft must be confirmed 
well in advance. Road transport from Corowa 
to Albury will be available. Wives of members 
will be welcome to attend the informal recep- 
tion, lunch, tour and convention dinner. 

On Saturday afternoon, members may 
either take part in a tour of the Albury dis- 
trict, including the Hume Weir and the War 
Memorial, or play golf or bowls. The pro- 
gramme is as follows: 


FRIDAY, 1 MAY 
8.00 p.m.—Informal reception at Globe Hotel. 


SATURDAY, 2 MAY 

9.00 a.m.—Official opening by Alderman C. E. 
Bunton, O.B.E., A.A.S.A., Mayor of 
Albury. 
Presentation of paper by Mr. V. L. Gole, 
F.A.S.A., A.C.A.A., “Proprietary Com- 
pany Formation, Accounting and Taxa- 
tion”. 

12.45 p.m.—Luncheon at Globe Hotel. 

1.50 p.m.—Tour of district or sporting acti- 
Vities. 

5.40 p.m.—Convention dinner (informal) at 
the Globe Hotel. 

7.30 p.m.—Presentation of paper by Mr. C. 
A. Mallyon, F.A.S.A., “Accounting and 
Valuation for Farmers and Graziers”. 


SUNDAY MORNING, 3 MAY 


9.45 a.m.—Consideration of accounting prob- 
lems. (a) Preparation of monthly or 
quarterly trading reports for small busi- 
nesses. (b) The installation and operation 





AUSTRALIAN TAX CONFERENCE 


The annual tax conference of the Federated Taxpayers’ Association of Australia 
will be held in Sydney during the week commencing Monday, 11 May. 


The primary purpose of these con- 
ferences is to enunciate by discussion and 
debate, the policy of the constituent 
bodies making up the Federation. For 
this purpose, delegates from all States 
will be attending. 

On this occasion the Taxpayers’ Asso- 
ciation of N.S.W. has arranged a number 
of supplementary functions of an instruc- 
tional nature, attendance at which will 
be open to members of the Association 
and others. Lectures on aspects of taxa- 
tion practice are to be delivered by 


two outstanding authorities; a “mock” 
session of the Taxation Board of Re- 
view has been arranged; delegates will 
have an opportunity of inspecting the 
workings of the Taxation Department. 


The Taxpayers’ Association has ex- 
tended a special invitation to members 
of the Australian Society of Account- 
ants and copies of the full programme 
and other details may be obtained from 
the offices of the State Registrar in each 
capital city. 


——— 
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of superannuation schemes in medium 
sized businesses and for the self-employed. 
(c) Preparation of financial statements 
for presentation to prospective lenders. 
12.30 p.m.—Convention closes. 
1.00 p.m.—Luncheon (unofficial). 
Further details may be obtained from the 
State Registrar, Australian Society of Account- 
ants, 5 Bligh Street, Sydney. 


SOUTH AUSTRALIA 


February Luncheon: 


The first luncheon of the year was held 
at the South Australian Railways’ Refreshment 
Rooms on 23 February when the speaker was 
Mr. A. H. Johinke, B.E., F.S.A.S.M., char- 
tered engineer, who is traffic engineer of the 
Highways Department. In a most interesting 
address to the 120 members present, Mr. 
Johinke, who recently returned from an over- 
seas Visit, spoke on trends and developments 
in traffic engineering problems in the United 
Kingdom and the United States of America. 


April Lecture. 


Following arrangements made with the 


Commonwealth Bureau of Census and Statis- 
tics for a member of the Department in Can- 
berra to talk to members on “Developments in 
the Use of Sampling”, Mr. G. R. Palmer, B.Sc., 
BEc., will be the lecturer at the meeting to 
be held on 29 April at the Y.W.C.A. Hall. 
Mr. Palmer is a specialist in the field of sur- 


vey design and has had a wide experience of 
planning large scale survey overations. For 
sme time he has been in charge of the 
Sampling Section of the Bureau of Census 
and Statistics in Canberra. 

Mr. H. M. Barton of the Adelaide office 
of the Bureau will also speak on the facilities 
the Department has available for commerce 
and industry. 

Notices have been forwarded only to those 
members whose names are on the restricted 
mailing list, and any other members wishing 
lo attend are requested to make application 
for tickets to the State Registrar’s office. 


State Convention 


Arrangements are well in hand for the 
eaten to be held at Berri from 29 to 31 
May. 

Mr. Alan Ingham, a member of the firm 
of W. D. Scott & Co. Pty. Ltd. will visit 
Adelaide to give the main paper on “Control 
through Reporting and Statistics”. This lecture 
will now be given on the Saturday morning 
aid not Sunday, as previously reported. The 
“sion on “Accounts Payable Procedures” 
will be chaired by Mr. R. S. Howland, leader 
of the Research Group on this subject, and 
the paper will be delivered by Mr. C. C. C. 
Ringer. Other members of the group, namely, 
Messrs. A. W. Edwards, C. W. Ireland, W. A. 
Johnston, and K. M. Leske will take part in 
he discussion from the floor. 
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Divisional Council 

The personnel of the Divisional Council 
remains unaltered for the year 1959-60 as 
the four retiring members were unopposed 
and declared re-elected at the ordinary general 
meeting. 
Personal 

Mr. J. H. Stephens, F.A.S.A., F.C.A.A., has 
been appointed general manager of Taubmans 
(S.A.) Ltd. Mr. Stephens has been with the 
company for 26 years and has been secretary 
since 1939. 

Mr. B. L. Sallis, A.A.S.A., A.C.A.A. (Prov.) 
has been appointed secretary of Television 
Broadcasters Ltd. 


TASMANIA 

1959 Convention 

Preliminary arrangements are in hand for 
the Division’s 1959 Convention which will be 
held in Launceston from 11 to 13 September. 
A tentative programme has been drawn up, 
and the M.L.C. Building will be used for 
business sessions. Accommodation for visitors 
has been booked at the Brisbane Hotel. Divi- 
sion members are requested to note these 
dates and make early application for regis- 
tration. 


Personal 


Mr. N. G. L. Murray, A.A.S.A. (Prov.) has 
been awarded a Shell Company of Australia 
Ltd. post-graduate scholarship. He will take 
up residence at Jesus College, Cambridge 
University, later this year to commence a 
two-year course. 


Northern Branch 

On 17 February, Mr. G. E. Bowen, A.A.S.A. 
(Prov.) delivered a lecture to 60 members of 
the Northern Branch on “Management Control 
Through Accounting”. 

The annual meeting of the Branch was held 
at the Brisbane Hotel on 6 March. It was 
followed by the annual dinner, the guest of 
honour being Mr. Justice Crawford. Other 
guests included the Mayor of Launceston (Ald. 
J. S. T. McGowen), representatitves of the In- 
stitute of Chartered Accountants in Australia 
and the Chartered Institute of Secretaries, Mr. 
J. G. Cooper (Sate President), Mr. G. M. A. 
Alcock (Divisional Councillor), and Mr. L. J. 
Farrell (State Registrar). 

Mr. Justice Crawford delivered a most in- 
teresting address on the subject, “The Early 
Legal History of Launceston”. The Branch 
chairman (Mr. L. R. Wastell) announced that 
Messrs. D. A. Mayhead and G. A. Bowen had 
been elected to the Branch Council. He said 
that Mr. H. E. Tregaskis did not seek re- 
election. He expressed Branch Council's appre- 
ciation of the services rendered by him to 
the Society and to the former Commonwealth 
Institute of Accountants over many years. 


North-Western Branch 


The Division Council on 4 March approved 
an application by the North-Western Group 
for elevation to Branch status. At the date of 
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its inception, the Branch comprised 65 mem- 
bers and 60 registered candidates. The Branch 
covers the maunicipalities of Latrobe, Devon- 
port, Ulverstone, Penguin, Burnie, Wynyard, 
Circular Head, Kentish, Waratah and the 
township of Rosebery. 

Office-bearers elected at a meeting held on 
11 March were—Chairman: Mr. J. W. Peake; 
Deputy-chairman: Mr. E. A. Smith; Hon. 
secretary-treasurer: Mr. B. M. Carroll; branch 
councillors: Messrs. J. V. Pryor and G. Riley. 

Members present at a meeting held in Burnie 
on 11 March heard an address by Mr. J. R. 
Crisp, A.A.S.A., of the Federal Taxation De- 
partment. His subject was “Sales Tax”, and 
much helpful information was gained by mem- 
bers from his remarks and the questions which 
followed. 


WESTERN AUSTRALIA 
Personal 
Mr. F. T. Rodda, A.A.S.A., manager of the 
Perpetual Executors (W.A.) Ltd., recently 
attended a conference in Canberra of Austra- 
lian and New Zealand trustee company man- 
agers. 


QUEENSLAND 
Educational Activity 

“New Developments in Payroll Procedures” 
was the subject of an open discussion held for 
Brisbane members on 12 March. Mr. J. T. 
Catton, A.A.S.A., secretary of Meyers Taylor 
Pty. Ltd. was discussion leader. Executives 
from a number of large Brisbane organisa- 
tions contributed to the discussion by giving 
details of the payroll methods used by their 
respective enterprises. 

The discussion was essentially practical, 
intended to provide members by the exchange 
of ideas with suggestions for improving the 
payroll procedures operating in their particular 
companies. The success of the evening was 
reflected in the many suggestions put forward 
and the large attendance of members. 


Practising Accountants’ Group 

The group held a meeting on 2 March when 
a panel led by Mr. C. W. Hughes, F.A.S.A., 
continued discussion on “Company Procedure 
and Secretarial Practice” from the previous 
meeting. Members who do not already belong 
to this group are reminded that they will be 
forwarded notification of the group’s monthly 
meetings upon request to the office of the 
State Registrar. 


Personal 

Mr. H. S. Cantor, F.A.S.A. has been 
appointed secretary of Newmarket Plywood 
Co. Pty. Ltd. and Standply Timber Co. Pty. 
Ltd., both of which companies are associated 
with the Kauri Timber Co. of Victoria. 


TOWNSVILLE BRANCH 


The sixth annual meeting of the Townsville 
Branch of the Society was held on 2 March. 
Mr. K. R. Christensen reported on the satis- 
factory progress made by the Branch during 
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1958. Mr. A. Hoge and Mr. E. E. Harriso 
were elected to fill the vacancies on the Branch 
Council caused by the retirement of tw 
members in accordance with the Branch rule, 
Following the formal business of the evening 
a tape recording of the “Problems and Opip. 
ions” session at the 1958 Southport Convention 
was presented. 


ROCKHAMPTON BRANCH 


The annual meeting at which the 1958 r. 
port of the Rockhampton Branch was presented 
was held on 25 February. Two Branch coup. 
cillors retired by rotation and Messrs. J. Peak 
and C. B. Worthington were elected to {ill 
the vacancies. 

The formal business of the evening was fol- 
lowed by an address by Mr. W. S. Merny, 
A.A\S.A., secretary of the Capricornia Regional 
Electricity Board, who spoke to members on 
accounting and budgeting used by Regional 
Electricity Boards. Mr. Merry gave details 
of the constitution of the Board and the work 
which it was charged by government to fulfil 


+ + + 


Australasian Institute of 
Cost Accountants 


NEW SOUTH WALES 
New Councillors 
Two new councillors 
N.S.W. Division are Messrs. G. W. Bottrill, 
A.A.S.A., A.C.A.A., F.A.I.M., and J. § 
Gerathy, A.A.S.A., A.C.A.A. Mr. Bottrill is 
finance director of Philips Electrical Industries 
Pty. Ltd. Mr. Gerathy is senior administrative 
assistant in the Sydney office of the Common- 
wealth Trading Bank, and a member of fir- 
ance panel of the Australian Institute of Man- 
agement. 


Personal 

Mr. K. W. Peterson, F.A.S.A., F.C.A.A, 3 
N.S.W. councillor, is at present overseas Visit- 
ing various businesses affiliated with Southem 
Aluminium Ltd., of which he is secretary. 

Mr. W. M. Hodgins, A.A.S.A., A.C.AA, 
who has just returned from a two months’ busi- 
ness trip to U.S.A., has been appointed con- 
troller of the new Australian branch of the 
Corning Glass Works. 


QUEENSLAND 


Members’ Luncheon 

So many points of interest were raised 
the February luncheon meeting that discussion 
on the subject of “Direct Costing” was cot- 
tinued at the March meeting by popular re 
quest. Mr. Austin Donnelly and Mr. Norm 
Morris again answered members’ questions and 
led discussion on the following aspects of the 
subject: Pricing, the Source of Statistical In 
formation, Expenses Control, Monthly Reports, 
Trading Results and Inventory Valuation. 


appointed to the 
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SOUTH AUSTRALIA 

Activities Committee 

The Activities Committee of the South Aus- 
tralian Divisional Council has drawn up an 
iwesting programme, details of which are 
as follows:— 
March 17: Plant Inspection, Nairne Pyrites Ltd. 
April 6: Lecture by Mr. Alex Moffatt. “Em- 

ployee Suggestion Plans”. 

May 4: Films on Data Processing. 
June 3: Visit to a Winery. 
july 6: Social Evening. “Efficiency and Bud- 


getary Control in the Home”. 
August 3: 


Panel Discussion on “Direct Cost- 


ing”. 
September 14: “Work Simplification in the 
Office”—Discussion leader to be sel- 
ected. 
December 11: Christmas “Sundowner”. 


VICTORIA 


Annual Meeting 

The annual meeting of the Victorian Divi- 
sion of The Australasian Institute of Cost 
Accountants was held on 19 March at The 
Victoria Ltd. 

The annual report submitted at the meeting 
recorded most satisfactory progress. The num- 
ber of new members admitted was a record. 
The year’s many activities (including the first 
cost accounting convention ever held in Aus- 
tralia) demonstrated the Divisional Council’s 
determination to provide members with plenty 
of opportunities to benefit through association 
with their fellow cost accountants. The number 
of candidates submitting themselves for the 
Division’s examinations indicates that the 
Division has a splendid development potential. 

The President (Mr. R. O. Thiele), in thank- 
ing the Council for its support during the 
year, specially mentioned the great help he 
had received from Mr. Henry Fox (the Divi- 
sion’s immediate past president), and _ the 
efforts of the vice-president (Mr. W. P. Round), 
and the publicity officer (Mr. F. A. Butt- 
ner). 

At the annual meeting, the five retiring coun- 
cillors, Messrs. F. A. Buttner, K. Cross, A. F. 
J. Sutherland, W. P. Round, and R. O. Thiele, 
were re-elected unopposed. 

During the evening membership certificates 
were presented to new members who were 
warmly welcomed. A special ovation was given 
to the students who had gained honours in 
the October 1958 examinations. The meeting 
was followed by an enjoyable social evening, 


Questionnaire to Members 

Members will be pleased to learn that, re- 
sulting from the recent questionnaire sent to 
members with their subscription notices, the 
Divisional Council received offers from 158 
members prepared to serve on committees. 
Council was gratified at this excellent response 
and action is already being taken to co-opt 
Progressively members to the various com- 
mittees. It is most encouraging to know that 
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sO many members are prepared to assist in 
the development of the Institute. Suggestions 
for various types of activities were received 
from 29 members and the Activities Commit- 
tee is considering the suggestions made with 
a view to their adoption. 


Second Annual Convention 


In this period of keener competition, the 
theme of the second annual convention of the 
Victorian Division of The Australasian Insti- 
tute of Cost Accountants—“A Planned Ap- 
proach to Greater Profits’— is a timely re- 
minder of the major part that cost and man- 
agement accountants can play in efforts to- 
wards ensuring maximum profits for their 
companies. 

The Australian Administrative Staff College 
will be the setting for the Convention at Mt. 
Eliza to take place from Wednesday 13 May, 
to Friday, 15 May. Registrations have been 
limited so that discussion on the various 
lectures can be handled in small groups, with 
effective participation by all delegates. 

The address at the official opening will 
be given by Professor Sir Douglas Copland 
under the title “The Future of Australia’s 
Economy Over the Next Twenty Years”. 

The Convention programme as set out below 
comprises a schedule of lectures to be given 
by leaders in the various aspects of planning 
for profit. 

THURSDAY, 14 MAY 


Mr. H. R. Rowden, Managing Director, Felt 
& Textiles of Australia Ltd.—“Setting Ob- 
jectives and Measuring Achievements”. 

Mr. E. O. Pelling, Assistant Managing Direc- 
tor, Kraft Food Products Ltd.—‘“Plan- 
ning the Introduction of New Products”. 

Mr. W. A. Reid, Assistant Sales Manager, Gas 
& Fuel Corporation—‘“Sales Forecasts as 
a Basis for Planning”. 

Evening: Mr. J. P. Young, Governing Director 
of J. P. Young & Associates Pty. Ltd.— 
“Human Relations and the Cost Account- 
ant”. 

FRIDAY, 15 MAY 


Mr. L. H. Dillon, Commercial Manager, 
Australian Consolidated Industries Ltd.—“Bud- 
getary Policy and Control”. 

Mr. F. K. Wright, Consultant, W. D. Scott 
& Co. Pty. Ltd—‘Let’s Develop Return on 
Investment Consciousness”. 

Afternoon: Dr. H. F. Craig, Director of 
Studjes, Summer School of Business Ad- 
ministration, University of Melbourne, 
will conduct a case study on “Forward 
Planning and Pricing Policy”. 

Members wishing to attend are urged to 
fill in and return as promptly as possible the 
Convention enrolment form which is part of 
the brochure sent out to all members. 


Research—Reporting to Lower Levels of 
Management 


After having sent a specimen questionnaire 
to a number of selected companies, the Re- 
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search Committee is now sending to com- 
panies in Victoria a circular requesting in- 
formation regarding the reports prepared for 
lower levels of management. Much original 
data will come from this research project. 


Cost Lectures 

The series of four lunch-time lectures on 
cost accounting which the Division of the 
Institute is sponsoring for members of the 
Australian Accountants’ Students’ Society has 
now commenced. The four lectures cover: 
Standard Costs in Practice; Use of Budgets: 
Cost Accounting Reports; and Functions and 
Organisation of a Costing Department. 

This interesting series has found great favour 
with the Students’ Society and the Institute 
is happy to be associated with the Society in 
promoting students’ interest in costing. 


Discussion Group—Problems in Obtaining 
Your Budget Data 

This discussion group met on 4 March to 
consider a problem common to practically all 
cost accountants. The meeting was excep- 
tionally well-attended and discussion was led 
by Messrs. D. C. Jacobi and F. J. Brindley. 
It covered all the difficulties encountered in 
obtaining, analysing and co-ordinating the esti- 
mates prepared by departmental heads with 
a view to compiling a budget capable of 
achievement. 


Motor Industry Discussion Group 


The first meeting for the year of the Motor 
Industry Discussion Group was held on 11 
March. The meeting reviewed an interim re- 
port on the discussion held last year on the 
topic “Pricing Policies for Replacement Parts”. 
Plans were outlined for the next project—a 
survey of the published accounts of the motor 
industry. Already some interesting figures have 
been brought to the notice of members of 
the group and all members are participating 
in the collection of statistical information re- 
lating to the industry as a whole. 


Australian Accountants’ Students’ 
Society 


QUEENSLAND 
First Meeting for Year 


The programme of the Students’ Sociei 
Activities for 1959 opened with a well-attendg 
meeting on 19 March when the subject 
“Examinations—Success and Failure”. 

J. A. H. Foster, B.A., B.Ed., and senior 
turer at the Teachers’ Training College 
State Commercial High School in Brisb 
addressed members with specific reference 
the general reports of the examiners of 
Australian Society of Accountants. This g 
ject was considered an apt prelude to the fo 
coming examinations. . 

The venue for the Students’ Society meetii 
for the current year has been changed to 
Brisbane Chamber of Commerce Meetif 
Room, 125 Adelaide Street, Brisbane. 


TASMANIA 
Election of Office-bearers 


Office-bearers elected for 1959 are as 
low:—President: Mr. E. J. Cobbin; Hon. 
retary: Miss Y. Foreman; Hon. treasw 
Mr. D. Lockett; Committee: Messrs. S. Je 
B. Richardson and J. Robertson. 


Lecture Evening 


A successful lecture evening was held 
the 2 February, when addresses were giv@ 
by Messrs. E. J. Cobbin, W. Gray, (accow 
ant, Crisp & Gunn Co-op. Ltd.), V. A. Bror 
(managing director, Brownells Ltd.), and 
Park of the Tasmanian Collection 
The subject chosen was “Credit Control 
Retail and Wholesale Business and Debt C 
lection”. 

The Students’ Society intends to cont 
this type of evening at regular intervals du 
the year. ‘i 





ACCOUNTANCY IN ASSOCIATION 
WITH A 
MARKETING CAREER. 


To fulfil the needs of our expansion 
plans we are seeking young men who want 
an interesting, satisfying and highly re- 
munerative career in mechanised account- 
ing. 

Applicants should be qualified, near 
qualified, or have had good practical ex- 
perience and be aged 24-28 years. 


A minimum salary of £1,000 p.a. is 
offered whilst training, and on completion, 





remuneration is by way of salary plus 
commission, which will enable average 
earnings of £1,500 p.a. to £2,000 p.a. 
after one or two years’ experience. (Top 
men earn far in excess of this figure)— 
Superannuation. 


Expansion opportunities in all capital 


cities of the Commonwealth and apprii- 
cations should be made there, to the 
Manager of:— 


THE NATIONAL CASH REGISTER 
CO. PTY. LTD. 


IN YOUR STATE. 
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